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BY MAURICE H. STANS,
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Chairman,American Institute
of Accountants committee on
CPA Handbook

PART I: PUBLIC ACCOUNTING, PAST AND FUTURE

The growth of the profession of public accounting is one of the out
standing phenomena of the Twentieth Century!
In the United States, this growth has been especially pronounced.
Following slow gains in the early years after 1900, the number of those
engaged in the profession began to increase rapidly around the time of
World War I at a rate which has accelerated with each succeeding de
cade. In the ten years from 1940 to 1950 the number of public account
ants approximately doubled — with a numerical increase much greater
than the gains in the older professions of law and medicine, and in the
newer engineering and scientific professions.
Even more striking than the expansion in number of practitioners is
the continued broadening of the scope and influence of public account
ing. It has evolved from a mere policing operation to a constructive
social force.
By its contributions to the advancement of the economic processes, the
profession is repaying its obligation to the industrial revolution which
gave it birth and early impetus. As an independent medium in economic
relationships, it is becoming an important factor in the movement toward
social understanding. By a simple projection of the past into the future,
it stands on the threshold of vaster opportunity.

History of the Profession

The great American philosopher, Ralph Waldo Emerson, once wrote
that “the use of history is to give value to the present hour and its duty.”
The history of the accounting profession, from its genesis to the present
time, gives outstanding proof of the soundness of this proposition. In
this history, the fact of great growth, while impressive, is of much less
1

significance than an understanding of the forces that gave the profession
momentum and brought it to its present size and stature.
Prior to 1900

The history of the profession of independent public accounting prior
to 1900 is sketchy and sparse. The name of the first public accountant
is undoubtedly lost forever, but he probably was an able bookkeeper,
employed by an early Italian venturer of the Fifteenth or Sixteenth
Century, who achieved such a reputation for technical skill in his work
as to be consulted by others for advice in handling their records of trans
*
actions.
In terms of the art of accounting as it then existed he was a
person skilled in accounts and, when he made himself available to more
than one employer, he became a public accountant. The earliest recog
nition of financial record-keeping as a specialized occupation occurred
in Venice in 1581, when the first College of Accountants was organized.
An applicant was required to serve a 6-year apprenticeship with a prac
ticing accountant and pass an examination. Thereafter, he became
an “expert accountant,’’ but since businesses were small and mostly
owner-managed his functions were principally in the field of bookkeeping
assistance.
In those days, therefore, public accounting was little more than public
bookkeeping. No doubt there were occasions, perhaps many of them,
when partners in the spice trades or in silk importing disagreed among
themselves over their shares of profits, or creditors disagreed with debtors
over amounts due, and an independent person with skill and experience
in accounts was called in to learn the facts and render a decision. Their
names, too, are lost to history, and literature gives them little recog
**
nition.
* The earliest written work on bookkeeping, which set the stage for public develop
ment of the accounting art, was the Italian “Account Keeping” by Lucca da Borgo
Pacioli, published in 1494.
**A. C. Littleton, in his scholarly work, “Accounting Evolution to 1900,” discloses
the names of one of the first public accountants in England from an epitaph, taken
from a slab in the chancel of St. Mary’s Church, Chesham, Buckinghamshire: “Here
lyeth part of Richard Bowle, who faithfully served diverse great lords as auditor on
earth, but also prepared himself to give up his account to the Lord in heaven . . . He
died on 16th December 1626, and of his age, 77.” Littleton points out that except for
the auditing of municipal and government accounts as early as the Fourteenth Century
by selected local members of the public, who could scarcely be called public accountants,
there was no record of any public auditing by experts until the practice arose, probably
early in the Seventeenth Century, by the lords of the large manor estates, of employing
specialists such as Bowle to check their accounts. When the center of economic life
began to shift from the agricultural manors to the towns with the beginnings of
manufacturing, the earliest signs of a recognized public profession emerged. The city
directory of Edinburgh, for the first time of any in the British Isles, in 1773 listed seven
persons as accountants serving the public. At the beginning of the Nineteenth Century
less than fifty public accountants were recorded in the directories of all of the large
cities of England and Scotland.
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Nevertheless, it is clear from the brief notes that history provides that
public accounting can trace its origin back to the early days of trade and
commerce. But, in comparison with the law and other established pro
fessions, it was wholly insignificant until the development of the indus
trial revolution and, in particular, the institution of the “limited com
pany” or private corporation, first in England and later in this country.
The greater capital and size of these expanding entities naturally caused
more accounting problems to develop, but the real need for an inde
pendent accounting group sprang from the fact that absentee investors,
now an important and growing class, came to want impartial and un
biased reports from time to time on the safety of their investments and
the outcomes of their ventures.
When British capital came to the United States in the latter half of
the Nineteenth Century, public accountants followed, and the profession
in this country originated with a definite English and Scottish stimulus.
Many of the early American railroads and utilities were thus financed
and the investments thus watched. In time the profession was augmented
by the creation of new firms in this country, as the opportunities grew
and the number of practitioners enlarged.
1900 to Date

Despite the many years since its birth, the public accounting profession
by the year 1900 was .(in terms of subsequent growth, at least) still in
infancy. In the United States there were only 243 individuals who had
achieved the right to call themselves certified public accountants under
recently enacted state laws. Of these, ninety-two had become members of
a professional organization, the American Association of Public Ac
countants (predecessor of the American Institute of Accountants). The
entire profession of public accounting, including noncertified prac
titioners, staff members and clerical employees, in all probability num
bered little more than 1,000 persons. Their services consisted largely
of the independent auditing of the accounts of large corporations, al
though they also undertook some work of installing accounting systems.
Emphasis was principally on the mathematical aspects of accounting
rather than on its broad character and potential uses.
In the succeeding fifty-two years the profession has grown spectacularly.
The table here shows the numbers of certified public accountants in the
United States at the end of each decade:
243
1,712
4,997
13,560
20,169
38,104

1900
1910
1920
1930
1940
1950
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In 1952 the total passed 45,000, pointing toward a probable 60,000 certi
fied public accountants in this country by 1960.
But these figures tell only part of the story of the profession’s gains.
To the current count of certified public accountants must be added a
vast group of licensed and unlicensed public accountants. And to measure
the real size of the profession, it is necessary to include the thousands
more who make their living within it — staff members, trainees, clerical
and office workers, stenographers and typists.
From a 1950 survey of the United States Department of Labor1 come
these estimates:
Individuals (1951)
Individuals, engaged professionally in public
accounting ........................................................
90,000
Professionally trained accountants in private ac
counting work .................................................. 150,000
Total of all professional accountants (including
those in industry, government and all other
activities) ............................................................ 300,000
*

Accounting Practices (1947)

Sole practitioners .......................................................
Partnerships (including 11,000 partners) ...............

19,000
4,400

* From 1900 to 1950, while the population of the United States doubled, the total
number of lawyers increased from 115,000 to about 190,000 and the total number of
doctors from 132,000 to about 180,000.

If the latter figures as to practices were brought up to 1952, they would
probably turn out to be at least 24,000 partners and 5,500 partnerships,
respectively. If the estimate of 90,000 professional accountants in public
practice is expanded to include nonprofessional employees, the total
number of individuals engaged in public accounting probably becomes
nearly 150,000.
Significance of Growth

There must be fundamental significance to an expansion of such extent
and rapidity in the demands upon a new profession. What forces ac
count for its spectacular expansion in the space of a little more than half
a century until its size has increased to one hundred and fifty times its
proportions in 1900? Has society merely found it necessary to introduce
a new type of police force to help regiment and discipline its economic
activities? Is this development merely the addition of more and more
sleuths and checkers to keep trial balances in balance, scare cashiers into
honesty, and detect peculations by bookkeepers? Many laymen still be
lieve so. It is unfortunate but true that the expansion in size of the pro
fession, when recognized at all by those outside it, is usually associated
1 See references at end of this chapter.
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with ideas such as these. The expansion in scope of the profession’s
functions, and the extent of its contributions to business progress in the
last fifty years, are not well recognized by the general public, to whom
public accounting means auditing and auditing means a policing
operation.
It is not surprising either that, under the pressures of increased calls
for their services, most accountants have little time to take stock of the
importance of their own actions to the profession and the place of the
profession in the broad scheme of things. The day-to-day work and de
cisions are the trees so numerous that they obscure the forest. It is all
too natural for one with a growing clientele to concentrate on his own
financial progress, and to pay but token respect to the position and stand
ing of the profession of which he is a part, and with which his own present
stature and future prospects are closely tied.

Figure 1. Growth of Public Accounting Profession in the United States
(Number of Certified Public Accountants Only)
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The individual public accountant can serve his clients better if he
has a broad concept of the importance of his profession, its obligations
and its opportunities and — in simpler terms — how it fits into the work
ings of the whole of society. If he understands his professional responsi
bilities, his social responsibilities, his ethical obligations and his legal
obligations, he will be a better accountant and, with advantages to him
and to his profession, a better citizen.
Influences for Growth

In broad terms, economic forces have developed the profession at such
a rapid pace because the last half century has been a dynamic period.
Since 1900 the forces unleashed by the industrial and social revolutions

Figure 2. Membership in the American Institute of
Accountants, Including its Predecessor
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have brought the profession to its present standing — and these same
forces provide the challenge which it faces in the years ahead.
In order to appraise the future more fully, some specification of these
growth influences is necessary. With an enumeration and evaluation of
the individual forces that have cumulated their demands upon the pro
fession in the last fifty years, the future course is more predictable. In this
analysis, the development of the art of accounting and the development of
the profession of public accounting are sometimes indistinguishable, be
cause the relationship of cause and effect frequently shifts position be
tween them.
Demands on Accounting

In broadest terms, three highly significant trends have brought about
the increased importance of accounting since 1900:
1. The great expansion of industrial activity, based largely upon the products
of scientific research, with widespread ownership of large corporate enterprises
and with greater demands on accounting for financial control.
2. The increase of government influence in the affairs of business, especially
through taxation and regulation.
3. The search for increased productivity in industry, through the development
of mass production systems, with their great emphasis on cost control and
efficiency.

In viewing these trends, Percival Brundage2 spells out the important
“milestones on the path of accounting” during the last fifty years as
follows:
“l.The consolidations and mergers of the early years of the century with their
effect on accounting;
2. The beginning of government regulation of accounting in 1907;
3. The growth of accounting with high taxation during World War I and the
beginning of the shift of emphasis from the balance sheet to the income
statement;
4. Adoption by the New York Stock Exchange of standards of accounting dis
closure in 1932, further developed by the Securities Acts;
5. Emphasis on accounting during World War II — in research bulletins, in
price fixing, and in cost inspection, repricing and renegotiation;
6. Postwar developments in accounting, particularly those due to inflation and
enhancement of the position of organized labor and the farmer.”

His following summation of the place of accounting in this period is
eloquent:
“During the 50 years of the Twentieth Century . . . the developments of
business and of accounting have been great and have reacted upon each other.
Without the aid of accounting machines, improved methods of internal
control, and adequate reporting, large-scale operations by business would
have been impossible. The economies of mass buying and distribution
through chain outlets might never have been realized. The statement, fre
quently heard, that ‘accounting is a tool of business’ is true, but not the
whole truth. Accounting is also a partner of business.”
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Professional Contributions

The ways in which the profession held up its end of the partnership
by meeting the challenges of these milestones were many and complex.
They are part of an impressive history too long to be detailed here. They
include the growth and geographical expansion of some of the early
accounting firms; participation in the development of a working structure
for the tax laws; the organization and combination of professional or
ganizations into the present American Institute of Accountants; the
evolution of a professional literature, of standards of examination and
qualification, and educational curricula; the institution of research com
mittees to deal with accounting principles, auditing standards, terminol
ogy, disclosure and other technical areas; co-operation (to the same end)
with the stock exchanges, the Securities and Exchange Commission, and
other public and governmental bodies; assistance to the government in
budgetary matters, in wartime accounting problems and in many other
fields; the training and graduation of several hundred thousand skilled
accountants for the ranks of industry and government; and aid to in
dustry in meeting the innumerable problems of expansion, taxation,
regulation, financing, creditor and stockholder relationships, cost control,
operating efficiency and profit making.
It is a history of which every accountant-participant can be proud,
because it helped to build the most productive industrial system the
world has ever known. This could not have been accomplished by
business without the teamwork of accounting, private and public.
The result in stature of the accounting profession is told in this quota
tion from an official government publication:
“Accounting is an indispensable tool of modern business organization and
management. Professionally trained accountants (numbering about 300,000
in 1951) set up the accounting systems which make it possible for even the
largest corporation to record, classify and summarize its myriad daily financial
transactions. They also analyze and interpret business records and prepare
reports showing companies’ financial standing and the profit or loss on past
operations. Financial statements prepared by accountants enable business
men to plan future activities in the light of past experience. Investors fre
quently rely on accountants’ reports in deciding to buy or sell the stocks and
bonds of particular companies. Banks use them as a guide in approving or
rejecting applications for loans. Public service commissions find these reports
essential in approving or disapproving requests for rate increases from tele
phone, gas and electric, and bus and streetcar companies. Even the smallest
business firms need financial statements prepared in accordance with profes
sional accounting standards in order to compute taxes owed to the Federal,
state and local governments.” 1

But this is not the ultimate. There are more milestones ahead, even
though their shapes are not yet clear. The widening road leads into a
long and distant horizon, far beyond view. In such a circumstance, the
varying problems ahead can best be met by the generation of a funda
mental philosophy, founded on an objective of creative usefulness and
geared to the needs of a dynamic economy under democratic processes.
8

What Is Public Accounting?
Definitions

One place to seek for a philosophy for public accounting is in its defi
nitions. These definitions take their roots, of course, in definitions of
accounting itself. The well-known English philosopher, John Locke,
once said, in a different context, that “accounting is a business of reason,
not of arithmetick.” A committee of the American Institute of Account
ants has described accounting as “the art of recording, classifying and
summarizing in a significant manner and in terms of money, transactions
and events which are, in part at least, of a financial character, and inter
preting the results thereof.” 3 One of the general dictionaries defines it
merely as “the art or science of keeping accounts.” In more eloquent
terms, one writer called accounting “that elegant discipline.” To the
accountant, the more significant of all these expressions are those that
characterize accounting as a process of reasoning or interpretation, for
it is these qualities that lift his work above the level of the mechanical.
With the addition of the qualifying adjective “public,” to define an
area of service and also a profession, there are added to accounting two
connotations — one of service to a general clientele, the other of responsi
bility to the public interest. It is the second of these that is least under
stood.
Public Impressions

Edward B. Wilcox once defined the certified public accountant as “the
guardian of the conscience of the business community.” This expression,
and others of similar vein sometimes heard, are correct as partial charac
terizations, as was intended in the context employed, but they do not
reflect the whole area of service or of responsibility. They lean too heavily
on the early function of the accountant as a verifier, and correspond too
much with the layman’s conception of public accounting, which has
lagged far behind its actual development. To too many of the public, the
public accountant is the auditor of Elbert Hubbard:
“The typical auditor is a man past middle age, spare, wrinkled, intelligent,
cold, passive, noncommittal, with eyes like a codfish, polite in contact, but
at the same time unresponsive, calm and damnably composed as a concrete
post or a plaster of paris cast; a human petrification with a heart of feldspar
and without charm of the friendly germ, minus bowels, passion or a sense
of humor. Happily, they never reproduce and all of them finally go to Hell.”

Too many members of the public, too, have heard and remembered
the indicting voices of certain labor leaders, leveling accusations like
this one:
“Many of the financial statements being issued are really understatements of
income accounts. This practice must cease. . . .

As a result of these kinds of shenanigans . . . income accounts have come to
be not true representations of profits and income. They have been referred
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to by some labor economists as subtle interpretive summaries. Many of our
people have come to completely mistrust most of the published accounts of
corporations. ...” 4

Addressed as they were to accountants, these remarks carried the im
plication that accountants, and public accountants in particular, were
responsible for the alleged misrepresentations. These and many similar
statements and implications are almost wholly unfair and unrealistic, and
in some cases they undoubtedly spring from ignorance or from deliberate
fiction, but they point up the facts that (1) a single ill-conceived action
by one public accountant can bring damage to the entire profession and
(2) professional consciousness of responsibility and professional organiza
tion are necessary to establish and maintain the certified public account
ant’s reputation for integrity and independence.
Need for a Philosophy
Individual Attitudes

In too many instances individual members have seen the profession
grow up without recognizing its organized achievements and without
participating in them. A casual attitude toward organized research
projects, a rugged resistance toward their conclusions and a smug satis
faction at individual success conspire frequently in the accountant’s
philosophy to cause him to overlook the fact that his is not an individual
effort but a participation in a profession. The unfortunate result is that
some practitioners lag, in philosophy, far behind the professional or
ganizations that are trying to lead them. They fail to grasp the primary
fact that the evolution of public accounting is part of a revolution in
economic and social thinking — a revolution which accounts for the pro
fession’s growth in the past half century and particularly in the last
twenty years.
No one individual can pretend to know or to put together all the
relationships in this complex civilization in which public accounting is
so important. Yet it requires little more than a single quotation like
this to recall the origin, the purpose and the end objective of the ac
counting process:
“Great economic and social forces flow with a tidal sweep over communities
that are only half conscious of that which is befalling them. Wise statesmen
are those who foresee what time is thus bringing, and endeavor to shape
institutions and to mold men’s thought and purpose in accordance with
the change that is silently surrounding them.” 5

To this need be added only one sentence: Accounting is the principal
means of measuring economic relationships. Since accounting is the
language of business, it is the best means of conveying public under
standing of the economic facts of life.
10

The Real Objective of Accounting

A subtle test of the public accountant’s function in the workings of
the broad economy is to ask for a definition of the work of a doctor or
an engineer. Is a doctor merely a man who administers pills and cuts out
infection? Is an engineer merely one who builds bridges and designs
tools? Or is a doctor a part of a learned profession that is continuously
seeking to extend the life and health of man? And is an engineer a mem
ber of an educated profession that is aiming to advance the physical
comfort, convenience and safety of man? The analogy should be clear.
Is an accountant merely one who writes debits and credits and checks
trial balances, or is he in the important sense a member of a skilled pro
fession the ultimate objective of which is to accumulate and interpret the
facts that measure the contributions and rewards of the various groups
that make up our industrial-commercial society?
Recognition of this distinction is all that is necessary for the accounting
practitioner, large or small, to recognize that he is an important cog on
a big wheel in the socially powerful economic machine.
Responsibilities and Obligations

The public accountant, in his capacity as a professional man, assumes
the responsibilities and obligations general to all professions. He also
undertakes certain social, ethical and legal obligations arising specifically
from the unique character of his work and its relationships to the public.
It is generally understood that three elements must be present before
a man’s activities can be called professional:
1. Special knowledge and appropriate skill.
2. Moral and economic independence.
3. Recognition of an inherent public interest.

These elements of professional standing are in turn the responsibilities
of any member of a profession.
Professional Responsibilities

An essential obligation of a professional man is that of competence.
He must not undertake to offer his services to others generally unless he
has reason to believe that — through education, training, experience and
personal characteristics — he is able to serve effectively. To undertake an
assignment which is “over his head” is as unfair to his profession as it is
senseless from a wholly practical standpoint, since the risks of failure are
too great.
In the field of auditing especially, the accounting profession has under
taken to spell out the applicable standards of competence. Of course, the
same obligation of professional competence that applies in auditing work
applies to work undertaken in all other areas of practice, including the
handling of income tax matters, accounting system installations, the
11

broad field of business counselling and all other services.
It is a point so logical that it need not be belabored. To each business
operator or other person who seeks out the services of a public accountant,
the one he selects is the accounting profession. His impressions of the
profession are based on his experiences with his public accountant. In
the composite views of all such clients lies the reputation of the pro
fession. The weakest members, unfortunately, weigh heaviest in the
balance in the appraisal of a profession, from the mere fact that compe
tence is the essence of the professional function and incompetence is
conspicuous.
The other elements of professional responsibility are really subtopics
of competence and, like competence, also are ethical obligations. Main
tenance of the highest possible quality of workmanship is one. Preserva
tion of the confidences of clients is another. Continuous learning is still
another, for failure to keep informed as to changes in the principles or
techniques of the profession automatically converts competence into
incompetence.
An important element of competence is good judgment. Being well in
formed as to accounting principles and auditing techniques, for example,
does not alone establish the accountant’s competence, because it is still
necessary for him to exercise judgment in applying them to the facts and
in formulating conclusions. To a large extent, the capacity of intelligent
judgment is derived from experience.
Finally, one of the important professional responsibilities is partici
pation in the advancement of the profession. It is the responsibility of
any profession to seek new and better ways of service, through research,
experimentation, development of techniques and similar means. No
member can properly remain aloof from such activities by the professional
organizations, in the expectation of benefiting from them without effort.
As a member, it is his responsibility to assist in organized programs for
advancement of the profession’s capacity to serve, and to support and
adopt the conclusions of such research once they are developed. A passive
attitude does not fulfill professional responsibility.
Ethical Obligations

The certified public accountant who belongs to the American Institute
of Accountants is bound by its code of ethics — its Rules of Professional
Conduct.
Rules of ethics and conduct are written into some of the state laws
governing the practice of public accounting. Many state societies of
certified public accountants, and some organizations of public account
ants, have their own codes of ethics. Every practitioner should be
familiar, of course, with those to which he is subject.
It is perhaps somewhat unfortunate, and probably characteristic of a
young profession, that there is no uniform code of ethics for all who
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practice public accounting under a license or title. This may improve
in time. All that need be said here is that the rules of ethics are to be
viewed as minimum standards to be observed in dealings with fellow
practitioners and the public. The real meaning of codes of ethics is found
not in their words but in their spirit; in this concept, the entire ethical
obligation is expressed, simply and adequately, in the Golden Rule.
*
Legal Obligations

The public accountant, in his work, assumes numerous legal responsi
bilities. Apart from the obligation to comply with licensing and other
provisions of state laws governing the practice of accounting, there are
many enactments fixing civil and criminal penalties for acts that he might
commit in the course of his work. Examples are the penalties under the
Federal Securities Acts and under the Internal Revenue Code. No recital
of these statutory provisions could possibly be complete, and none should
be necessary here.
In addition, the public accountant assumes certain obligations at law
to his client, and is charged with others as to third persons.
Social Responsibilities

In one sense, the social responsibilities of the public accountant are
the sum of his professional, ethical and legal obligations. They express
his duties and responsibilities to his profession, his clients and the public.
But there is another and broader sense, in which responsibility becomes
synonymous with opportunity — the opportunity of service in the cause
of the advancement of society. The essence of this concept was expressed
in the first pronouncement of the Institute’s committee on accounting
procedure in 1939:
“The committee regards corporation accounting as one phase of the working
of the corporate organization of business, which in turn it views as a machinery
created by the people in the belief that, broadly speaking, it will serve a useful
social purpose. The test of the corporate system and of the special phase of
it represented by corporate accounting ultimately lies in the results which are
produced. These results must be judged from the standpoint of society as a
whole — not from that of any one group of interested parties.” 6

Earlier in this chapter, reference was made to the need for a broad
philosophy for professional accountants. This quotation supplies its
basis. The “tidal sweep” of social and economic change in the last fifty
years has built a profession, which in turn has helped to build an out
standing free-enterprise economy with the world’s highest standard of
living.
* Another expression of this is contained in a quotation from a medical society
report: “Any system of ethics . . . that seeks to distribute a profession’s services on any
other basis than the welfare of humanity invites the loss of that profession’s right to
survival.” Journal of Optometry, February 1947.
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Unfortunately, that system (and the democratic structure under which
it grew) appears at times to be in jeopardy. Two circumstances bring
recurring threats to its permanence — the violent class struggles for
greater shares in the productive output, and the irregularities and un
certainties of the boom-and-depression cycles.
The “economic illiteracy” of the public has been deplored by many
writers as the underlying cause of the labor-capital-management contro
versies. One corporate executive expressed the problem in these words:
“It is the responsibility of the corporate system to undertake on its own ac
count and to aid others to develop sound economic thought.

The conditions of every new period, especially one which has seen so much
change as the last century and a quarter, are strange and unfamiliar. But
changes in old theories, developed to explain the new conditions, must be
based not on assumptions but on solid facts, if they are to have any value
and not lead us into harmful actions. In the development of modern, sound,
economic thought, industry and business might well take more initiative.
The corporation has a responsibility to study the present-day economic situa
tions of which it is both an effect and a cause, to cooperate with others in
this task, and to make economic truth as widely known as possible.” 7

If this analysis is correct, the dissemination of economic understanding and
of economic truth is the means of insuring the preservation of American
progress. Accounting is in a leading position to help in creating under
standing of the system’s workings and advantages because of the knowl
edge of the economic processes which its members possess. The profession
has a unique capacity to help in improving the means of communication
of business facts in order to create a better understanding of business
operations; in developing improved methods of measuring and increas
ing productivity in order to build a bigger economic “pie”; and in pro
viding facts to substitute for emotion in differences over the division of
the economic “pie.”
This is true because, as pointed out earlier in this chapter, accounting
is so important a means of measuring the flow and the effects of economic
forces and economic relationships. In the hands of its experts, accounting
can well become an even more important means of creating understand
ing, confidence and rationality in economic affairs. In this prospect lies
the real hope of eliminating the recurring dangers to the permanence of
the American system.
This is an imposing proposition and a long-range one. Much has been
said and written about it8, 9,10 and more consideration is needed. The
important thing at this point is that this tremendous area for service be
recognized by the public accounting profession as a social responsibility
— and as an opportunity.
The Future

It would be wholly unreasonable to expect that the powerful influences
that have caused the building of a great profession should suddenly
14

diminish, for mankind has never retreated from its objective of abundant
living. It would be absurd, too, to expect that an imminent achievement
of a philosophical Utopia will bring man’s individual satisfactions and
ethics to the point where he no longer sought accountability from others.
For many centuries, certainly, accounting will be an essential component
of an increasingly complex social system.
The future, then, is evident. Professional accounting will continue to
grow in numbers and in responsibilities, and in terms of history the spec
tacular progress of the last fifty years is merely a brief prelude to that
still to come. The ultimate destiny of accounting will be measured by
the vision and capacity of its practitioners.
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Professional Organizations
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The accounting profession came into being because people needed its
services. Changing circumstances have altered the needs and broadened
the scope and form of the services required, but the profession has kept
pace with the increasing demands made upon it and has expanded
rapidly. Greater numerical strength has not been the only characteristic
of its phenomenal growth, however. A natural complement to this
physical expansion has been the development of its professional organiza
tions and literature, for it is only through organization that a profession’s
needs for self-regulation can be met, and it is only through its literature
that the techniques and rules which have been developed for the guidance
of its members can be communicated to them. It is the purpose of this
chapter to discuss the objectives and activities of the principal associa
tions of accountants and to list some of the books and other publica
tions which constitute the literature of accounting.
AMERICAN INSTITUTE OF ACCOUNTANTS

The American Institute of Accountants, which today stands as the
only national organization of certified public accountants, traces its
lineage directly to all the leading national professional accounting so
cieties which have existed in this country. The original organization,
the American Association of Public Accountants, was founded in 1887,
nine years before New York passed the nation’s first certified public
accountant law. Soon after the passage of the New York law, similar
legislation was enacted in Pennsylvania, Maryland and California. As
a means of maintaining the standards established by the new laws and
of promoting such legislation in other states, the accountants in several
states formed societies which, in 1902, were united in the Federation of
Societies of Public Accountants in the United States of America. In
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1905 the Federation merged with the American Association of Public
Accountants. In addition to individual membership, the constitution of
the merged organization provided for membership by virtue of member
ship in a state society.
Because of the difficulty of maintaining a common standard of profes
sional competence or attainment in view of the differing requirements for
the CPA certificate in the various states, the Association’s constitution was
completely revised in 1916 and, in January 1917, the name was changed
to the American Institute of Accountants. Membership in the Institute
was to be on an individual basis only, and all applicants for membership
were to be examined by a newly created Board of Examiners. In the years
that followed, the strength, resources and influence of the Institute grew
rapidly.
In 1921, however, another national organization, the American Society
of Certified Public Accountants, was formed. The Society’s founders
looked upon its program as complementary to that of the Institute — the
former seeking to unite all holders of CPA certificates, whether or not
eligible for admission to the Institute, and the latter maintaining
independent standards of admission and did not then require possession
of the CPA certificate which, because of lack of uniformity in the require
ments of the various states, did not have the same significance in different
parts of the country. As early as 1924 a movement was started to bring
about the consolidation of the Institute and the Society, but it was de
cided that consolidation at that time was impracticable. In 1936, how
ever, after much discussion by special committees representing both
organizations, a merger was effected. Since that year the American
Institute has spoken for the entire profession.
During the years which have elapsed since its emergence as the single
national association of certified public accountants, the Institute has
grown from a small organization, concentrating on a few basic activities,
to a large one, concerning itself with any and all problems affecting the
professional practice of certified public accountants. The broad scope
of the Institute’s interests is evidenced by the varied activities in which it
engages. Its objectives, as recited in the by-laws, are the following:
1. To unite the accountancy profession in the United States as constituted by
the certified public accountants of the several states, territories, possessions
and the District of Columbia.
2. To promote and maintain high professional and moral standards within
the accountancy profession.
3. To assist in the maintenance of high standards for the certified public ac
countant certificate.
4. To develop and maintain standards for the examination of candidates for
admission.
5. To safeguard the interests of certified public accountants.
6. To advance accounting research.
7. To develop and improve accountancy education.
8. To encourage cordial relations among certified public accountants practicing
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in the United States of America and accountants of similar status in the
other countries of the world.

The work of the Institute, all of which is directed toward the achieve
ment of these objectives, benefits each of its members in a different
manner, depending upon the special problems connected with his prac
tice. However, a general consideration of its activities, grouped according
to the objectives at which they are aimed, will help to point out the many
valuable ways in which the Institute serves its membership as a whole.
Unity of Profession

It is significant that the purpose which is stated first in the Institute’s
by-laws is “to unite the accountancy profession;” for unless the support of
all eligible accountants is enlisted, none of the other objectives can be
fully realized. It is particularly important for certified public accountants
to join together for mutual advancement and protection. As members of
a young and rapidly growing profession, they need a greater public under
standing of their functions than they have yet attained and wider recog
nition of the importance of high standards for the CPA certificate. The
Institute’s influence in dealing with legislators, other professions, and the
general public depends upon the extent to which it can claim to speak for
the whole profession. Its rapid growth in recent years furnishes con
vincing evidence that the individual accountant realizes the value which
he derives from his membership. In 1920 the Institute’s membership
totaled 1,363; by 1940 it had increased to 5,497; and in 1952 it exceeded
20,000. However, the continued expansion of the Institute depends upon
the active co-operation of all eligible CPAs. Membership is open to
holders of CPA certificates who have had two years of public accounting
experience or its equivalent and who are in work related to accounting.
The Institute is achieving its objective of uniting the accounting pro
fession not only by uniting the efforts of its individual members but also
by co-ordinating the work of the state societies. Although the Institute
exercises no authority of any kind over the policies or activities of the
state societies, the existence of both state organizations and the national
society makes for a type of unity which could not otherwise be achieved.
The state societies are the sources of information and advice which,
collected and interpreted in the Institute, accurately reflect a cross-section
of professional opinion throughout the nation and permit the profession
as a whole to work with maximum effectiveness.
In 1946 a state society service department was organized as a part of the
headquarters staff of the Institute. This department provides a means for
the exchange of information about the constitutions, dues, and activities
of the state societies and disseminates material prepared by the Institute
staff for their use. Instead of operating more or less independently to
provide special services for the state societies and chapters, the state
society service department has become to a considerable extent a connect
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ing link between all of the other Institute departments and the state and
local organizations. A monthly state society newsletter provides the officers
of state societies and the editors of state society bulletins with a regular
channel of information. State society presidents who are members of the
Institute serve on Council, its governing body, and in this way keep
further informed of Institute policies and activities.
The Institute also works closely with other organizations in the account
ing field. It maintains active co-operative relations with the American
Accounting Association, the Controllers Institute of America, the National
Association of Cost Accountants and The Institute of Internal Auditors.
Professional Standards

Early in its history the Institute began actively to develop standards of
professional conduct, recognizing that self-discipline is a necessary founda
tion for public confidence. All members of the Institute subscribe to its
Rules of Professional Conduct — rules which they themselves have de
veloped and which they may amend from time to time as changing con
ditions require.
High Standards for the CPA Certificate

Since its founding, the Institute has worked for the establishment of
uniform standards for accounting examinations throughout the country,
for it recognizes that the prestige of the profession in one state is not
independent of its standing in another and that its nationwide prestige
depends on the maintenance of high standards in every state. The present
plan of co-operation with state boards of accountancy in presenting the
uniform certified public accountant examination was first proposed by
the Institute in 1917. Today these examinations, which are prepared by
the Board of Examiners of the Institute, are used by all of the states, the
District of Columbia, Alaska, Hawaii, Puerto Rico and the Virgin Islands.
Most of the states avail themselves of the Institute’s grading service per
formed under the direction of the Board of Examiners. In all cases, how
ever, it is the individual state board which makes the final evaluation of
a candidate’s ability as demonstrated by the examination.
Safeguarding the Interests of Certified Public Accountants

Because public opinion may effectively determine the extent of the
profession’s growth and development, the Institute has for many years
carried on programs to inform the public about certified public account
ants and their work. The rapid increase in the number of CPAs and their
dispersion into smaller communities where no CPA has practiced before
have added to the need for these activities. Therefore, the Institute has
developed a long-range, national public relations program which desig
nates the audiences the accounting profession desires to reach and gives a
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detailed analysis of the central ideas and facts it wants them to know. An
organized effort has been undertaken to inform small businessmen of what
the CPA is, what his standards are, and what he can do for them. As a
part of this program, the Institute provides pamphlets and reprints which
can be distributed by state societies or individual members. It has articles
published in scores of trade magazines and engages in co-operative activity
with trade associations. The Institute furnishes speakers for meetings of
many nonaccounting organizations. It presents network radio programs
and also prepares transcriptions for presentation on local stations. As a
result of all these Institute activities, many small businessmen are learning
about the accounting profession and the advantages of good accounting
service.
An important part of the Institute’s work of safeguarding the interests
of certified public accountants is accomplished through its co-operation
with outside groups. In the governmental field, it maintains close rela
tions with Federal agencies in order to preserve the standing of CPAs
before these agencies, and it represents the profession in opposing any
Federal legislation which would tend to limit its opportunities. The com
mittee on relations with the Securities and Exchange Commission confers
from time to time with the Commission’s accounting staff and presents
the profession’s views on problems of current interest as well as on any
proposed changes in the rules or regulations under the Acts administered
by the Commission.
Among the national business and professional groups with which the
Institute works are lawyers and bankers. Through long and patient
negotiation between members of the Institute and members of the Ameri
can Bar Association, a statement relating to practice in the field of Federal
income taxation was prepared and, in 1951, approved by the governing
bodies of both organizations. This statement serves as a guide in resolving
such questions of jurisdiction as may arise between the two professions.
The combined efforts of the committee on auditing procedure, the re
search department, and the public relations department have helped to
develop among bankers and other credit men a better understanding of
the CPA’s work. In order to obtain the co-operation of credit grantors in
the maintenance of high standards, the Institute arranges joint meetings
of accountants and bankers at the community level and prepares articles
on the CPA’s responsibilities which are published in periodicals directed
to bankers. In all of these ways it helps to increase the acceptance by
bankers of audited financial statements.
As a means of improving its service to the growing number of smaller
firms and individual practitioners represented in its membership, the
Institute has in recent years formed an advisory committee of in
dividual practitioners which is made up of members from every part of
the nation. The purpose of this committee is to review all of the activities
of the Institute, with the object of recommending to Council such
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measures as will make the Institute more useful to its members, particu
larly in the smaller communities.
To Advance Accounting Research

In 1939 the work of several of the Institute’s technical committees was
consolidated in the hands of an enlarged committee on accounting pro
cedure, and a research department was created to work under the direc
tion of this committee. The Institute had two basic objectives in mind
when it organized the research department — to contribute to the ad
vance of accounting and auditing knowledge, and to develop information
which would help the individual CPA. The committees on accounting
procedure and auditing procedure, with the co-operation of the research
department, are continuously working toward the advancement of ac
counting and auditing knowledge. Their pronouncements constitute a
guide for the profession. The Accounting Research Bulletins, which are
issued from time to time by the committee on accounting procedure, are
recognized as authoritative statements of generally accepted accounting
procedure. The statements and case studies of the committee on auditing
procedure are designed to improve the standards and techniques of public
accounting.
In 1950 a technical information service was organized in the research
department of the Institute. Its purpose is to enable individual practi
tioners and members of smaller firms, whose opportunities for consulta
tion with other informed practitioners are limited, to obtain an outside,
competent opinion on problems which arise in their daily work. All
written questions which are received are promptly answered through the
co-operative effort of the research department and the technical com
mittees.
To Develop and Improve Accountancy Education

The Institute has always maintained a keen interest in the develop
ment of accounting education at the university level. Its committee on
education holds joint meetings with a corresponding committee of the
American Accounting Association, a large part of whose membership
is composed of teachers of accounting. Special committees also confer
from time to time with representatives of colleges and universities regard
ing their accounting curricula. The Institute sponsors graduate study
conferences which are held at various schools throughout the country and
are attended by both practicing accountants and educators.
An important development in accountancy education in recent years
has resulted from the work of the Institute committee on selection of
personnel. Under the auspices of the Institute, a College Accounting
Testing Program was developed. The scores made by the students taking
these tests are evaluated on the basis of nationwide norms and now are
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being used by many employers as an important factor in careful personnel
selection and by colleges as a guidance aid.
Cordial Relations Among Accountants

Through its annual meeting and the regional meetings which it
sponsors, the Institute seeks to foster a widening acquaintance among
certified public accountants of different states and different sections of
the country. In addition, field trips by the officers and staff of the Institute
bring members in all parts of the country into personal contact with
representatives of their national organization.
The Institute participates actively in the Inter-American Conference
on Accounting and the International Congress on Accounting. In these
ways it endeavors to develop and maintain friendly relations with ac
countants of similar status in other countries so that full co-operation
among members of the profession will be possible throughout the world.
All the activities in which the Institute engages, regardless of the fact
that they may be directed at different objectives, have one important
characteristic in common — they are all a means of strengthening public
confidence in the accounting profession as a whole. Each certified public
accountant must have public understanding if he is to enjoy the fullest
opportunity to maintain professional standards and to render maximum
public service. Therefore, the work of the Institute cannot fail to be of
real, though perhaps indirect, benefit to each of its members, regardless
of the size of his practice.
STATE SOCIETIES

The American Institute can act as the listening post and keep the pro
fession informed of current developments; it can help in the formulation
of policies on the national level; but the state societies must act on the
information and bring about application of the policies in each part of
the country.
In 1897, a year after New York passed the nation’s first Certified Public
Accountant Law, sixteen men met to form The New York State Society
of Certified Public Accountants. Similar societies were organized in other
states shortly after the passage of CPA laws in those states, and by 1929
each state had its own society. At present over 25,000 certified public
accountants are members of state societies.
The objectives of these societies, though applied over different areas,
are parallel to those of the Institute, and the work of the national and
local organizations is complementary. All of the state societies have as
their basic aims the maintenance of high professional and ethical stand
ards, the development of educational and technical services which will
assist the members in their day-to-day work, and the protection of the
interests of the public and of the members. Most societies have a strict
code of ethics which is rigidly enforced.
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Although the activities of the various state societies differ to some ex
tent, the following are illustrative of the services which the societies
provide. All of the societies’ programs of membership services are geared
to give members a maximum of practical aid in their work. During the
year most of the societies schedule several tax lectures and technical meet
ings for their chapters. These meetings stimulate the interchange of ideas
among members and provide for the discussion of problems of a local
nature. The societies’ technical committees are continually engaged in
research in general as well as in specialized fields. The work of these com
mittees culminates in papers which are read at the meetings, in articles
in the societies’ official publications, or in special reports. In these ways
the benefits of their research are passed on to the entire membership.
The technical committees are also available to answer the inquiries of
members and to give them advice when needed. In addition to the
regularly scheduled local meetings of the state societies, several regional
conferences are held each year under the auspices of groups of state
societies and with the co-operation of the American Institute.
The national public relations program developed by the Institute has
already been mentioned. Because the most important part of public rela
tions work is personal and local, the Institute distributed to the state
societies copies of a handbook which outlines the national program and
describes the methods to be used in organizing and carrying out state and
local programs. One of the important objectives of these programs is the
development of ways of improving the practice and status of small firms
and individual practitioners. The societies’ efforts to inform bankers and
credit grantors of the types of service rendered by accountants have met
with much success. Some of the societies which provide bankers and credit
men with copies of their yearbooks, containing the roster of membership
and the code of ethics, report that on several occasions they have received
requests for more detailed information about certain of the members
listed. Small firms and individual practitioners benefit from this dis
tribution of the societies’ yearbooks because often, in the past, only the
larger accounting firms were considered for engagements in the absence of
information as to the names and qualifications of others in practice.
Although the objectives of the state societies are parallel to those of the
American Institute, certain functions can be performed by one group
more effectively than by the other. State legislation, for example, is a
subject that must be dealt with by state societies and members of the
profession in the states in which there is legislative activity. The type of
accounting legislation that will effectively serve the profession and the
public interest is best determined by those who are fully aware of local
problems. However, standards must be national in scope. Uniform
legislation and interstate reciprocity are in the interests of the entire pro
fession, and it is through the Institute that the views and experiences of
different state societies can be brought together and uniform accountancy
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laws recommended.
There are two basic divisions to the task which the state societies must
perform in connection with state legislation. First, they must make
certain that no bill of interest to accountants escapes the societies’ notice,
and second, they must present the profession’s views on every important
bill to all those who may influence the bill’s course. Whenever bills
affecting accountancy are introduced, the societies must promptly take
steps to get their views before the right people. This is a problem
primarily of personal contact. To present the profession’s position effec
tively requires direct lines of communication to committees, key legisla
tors, and interested government officials. The state societies have done
extensive work in establishing favorable contacts with members of these
groups. In order to alert the societies to pending legislation which will
affect the profession, the American Institute endeavors to provide them
with all available information concerning bills which will be acted on at
current sessions of the legislatures before the sessions convene. The In
stitute distributes to the societies legislative kits which contain suggestions
and material for handling legislative problems. In addition, the Institute
has on several occasions actively assisted various state societies in opposing
undesirable legislation and in encouraging the passage of desirable
measures.
Like the activities of the Institute, those of the state societies are a means
of increasing the prestige of the accounting profession in the eyes of the
public. While all members benefit greatly from the programs of the
state societies, individual practitioners and those who practice in small
communities derive particular advantage from their membership because
of the societies’ efforts to explain the status of the certified public account
ant and the value of his services to local businessmen who are in need of
these services.
OTHER ACCOUNTING ORGANIZATIONS

The American Institute of Accountants, on the national level, and the
state societies of certified public accountants, on the local level, are the
only organizations composed solely of certified public accountants. How
ever, there are several professional organizations whose members work
in closely allied fields and have many interests and problems in common
with the practicing CPA. The activities of four of these associations will
be described briefly at this point. Such descriptions are not intended to
be exhaustive, but are given merely to review for the reader the scope of
activity of these organizations and their contributions to the field of
accounting.
American Accounting Association

The American Accounting Association is the successor organization to
the American Association of University Instructors in Accounting, which
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organization was founded in 1916. In its early years the Association’s
main objective was the stimulation of an interchange of ideas among
teachers of accounting. Recognizing that the interests of teachers and
practitioners are in many ways closely interrelated, the scope of the Asso
ciation’s objectives was widened in 1935, and the name was changed to
the American Accounting Association. The objects of the Association, as
stated in its bylaws, are:
1. To encourage and sponsor research in accounting, and to publish or aid
in the publication of the results of research.
2. To develop accounting principles and standards, and to seek their endorse
ment or adoption by business enterprises, public and private accountants,
and governmental bodies.
3. To promote studies of accounting as an agency of control of business enter
prise and of economic affairs in general.
4. To improve methods of instruction, and to demonstrate the social benefits
of a more widespread knowledge of accounting.

Members of the American Accounting Association derive considerable
benefit from the Association’s activities in sponsoring accounting research.
The work of its committee on accounting concepts and standards is con
cerned with the determination and expression of desirable accounting
objectives and principles. The committee’s findings are published in the
Association’s quarterly journal and, from time to time, special studies
and research monographs also are issued. In addition, close contacts are
maintained with all research projects in the field of accounting and allied
subjects.
The American Accounting Association co-operates closely with other
professional accounting organizations. Its committees on CPA examina
tions, internship programs, and selection of personnel, work continually
with the corresponding committees of the American Institute of Ac
countants. In recent years the American Accounting Association has
formed committees on co-operation with the Controllers Institute and
with The Institute of Internal Auditors. One objective of the Asso
ciation’s closer affiliation with these latter groups is the development of
internship opportunities in the industrial field.
There are at present over 4,500 members in the American Accounting
Association. Membership is open to accounting teachers, public and
private accountants, governmental accountants, and other persons in
terested in the advancement of accounting. The teachers of accounting
have had a large part in building the professional literature which has
served to articulate the basic concepts of accounting as a framework for
practice. There exists, therefore, a natural community of interest be
tween teachers and practitioners. Anything which leads to a better
acquaintance between the two groups, to mutual understanding, and to
full and frank discussion of their common problems is of value to the
profession. The work of the American Accounting Association assists
in accomplishing all of these desirable objectives. Accordingly, member
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ship in the Association and participation in its activities benefit the in
dividual certified public accountant as well as the profession as a whole.
National Association of Cost Accountants

The National Association of Cost Accountants is an organization de
voted to the study of the problems of industrial accounting. It is not
limited to cost accounting as its name might indicate. The Association
was organized in Buffalo in 1919 by a group of thirty-seven leading
accountants. Its membership has increased rapidly, particularly during
World War II and the post-war era, and today it has more than 31,000
members. Local chapters have been organized in more than one hundred
principal cities of the United States and in Cuba and Hawaii. In addi
tion, many industrial accountants in nearly fifty foreign countries are
members. Membership in the Association is open to anyone who is in
terested in its objectives which are:
1. To develop a better understanding of the true nature and value of account
ing, especially cost accounting, in industry.
2. To study and improve technical methods and to establish sound general
principles.
3. To study the relation of the accounting department to the other depart
ments of industry and business and to develop the most effective means of
supplying usable information to these departments.
4. To supply to its members information on the most up-to-date methods and
to assist them in solving their individual problems.

Each of the Association’s chapters has its own funds and conducts its
own affairs under general rules of operation established by the National
Association in order to insure uniformity. Monthly meetings are held
by each chapter at which industrial accounting problems are discussed
by members as well as by Outstanding speakers from many fields through
out the country. It has always been the practice of the Association to
restrict the subjects for all its meetings and discussions to practical
problems. Case studies dealing with the accounting methods of specific
industries or with accounting procedures in a particular area are pre
sented frequently at chapter meetings. In addition to the regular monthly
meetings, many chapters hold one or two special meetings each year to
discuss industrial accounting matters of particular current importance.
Every year, each chapter also presents one or more series of discussion
forum meetings consisting of several sessions on some important phase
of industrial accounting. These forums provide an intensive coverage
of the subject and stimulate the interchange of experience and view
points.
The National Association conducts an International Cost Conference
each year. The technical sessions at these conferences have gained a
widespread reputation for the high standard of the material presented
and the ability and experience of the men who enter into the discussions.
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One of the distinguishing characteristics of these sessions is the emphasis
which is placed upon actual practice. The Association also sponsors
regional conferences in which sectional groups of chapters participate.
These conferences are designed to bridge a gap between chapter meetings
and the International Conference by providing a means for exchange of
ideas among members located in a particular section of the country.
The Association maintains a research staff which studies industrial
cost accounting problems and methods under the supervision of a com
mittee on research. This committee of more than thirty members in
cludes leading industrial executives, professional accountants, and edu
cators. The results of the studies made by the research staff are dis
tributed to the members from time to time.
A technical service department, devoted exclusively to the service of
members, is maintained at national headquarters. Its files include
several hundred uniform cost systems developed by various trade asso
ciations. There also is an extensive library of books on industrial ac
counting. Members of the Association may submit questions to the
technical service department which furnishes them with answers pre
pared by other members who have had experience with the problem
involved.
The concepts and practices of cost accounting are undergoing continual
change as more complex needs and applications arise. Through its efforts
to establish sound general principles and to develop improved technical
methods to meet the changing requirements of industry, the National
Association of Cost Accountants renders a service to the entire accounting
profession.
Controllers Institute of America

The Controllers Institute of America is an organization in which
active membership is limited exclusively to executives who perform the
duties of a controller as defined by the Institute and who serve companies
of sufficient size to qualify. It was established in 1931, and its member
ship now includes more than 3,800 financial and accounting officers of
the leading business concerns. In addition to the class of active members,
there is a class of associate members which is open only by invitation of
the Board of Directors to educators, writers and others in the field of
controllership and in related fields. Local chapters of the Controllers
Institute have been established in more than forty cities of the United
States and in Canada and Puerto Rico. The Institute’s principal ob
jectives are to develop a progressive concept of controllership, adequate
to meet the requirements of modern business, to educate business man
agement and the public in understanding this concept, and to assist
the controller in giving it full expression in his own organization.
The Controllers Institute provides its members with a medium through
which they may receive and exchange ideas in the field of business man27

agement. Each local chapter or “control” holds regularly scheduled
monthly meetings. In addition to these individual chapter meetings,
there are four regional Spring conferences and an annual meeting of
the entire organization. An important feature of this annual meeting is
the period set aside for industry conferences which enable members to
have separate discussion meetings on problems peculiar to their own in
dustries.
The research work of the Controllers Institute is carried on by the
Controllership Foundation. Institute members and others send the
Foundation suggestions for research, educational and other projects.
After a thorough search of other work in the field concerned and of cur
rent projects of other research organizations in order to prevent possible
duplication, several suggested subjects are submitted to the Institute mem
bership for vote. The final decision as to which projects will be under
taken, however, is made by the Board of Trustees of the Foundation
which then allocates the necessary funds. Each research project is guided
by a specially chosen advisory panel of members of the Controllers In
stitute and, when completed, the results of the study are published.
Although active membership in Controllers Institute of America is not
open to practicing CPAs, the Institute’s work is of service to them be
cause of the contribution which it makes to the development of sound
techniques in the dynamic field of business management.
The Institute of Internal Auditors

The Institute of Internal Auditors is today the recognized professional
organization in the field of internal auditing. It was organized in 1941
by a group of twenty-four men who felt that an organization was needed
to develop the true professional status of internal auditing and to pro
vide a medium for the interchange of ideas and information among those
engaged in its practice. Growth in membership in the Institute has been
steady, until today it exceeds 2,500 and includes representatives of every
field of private and governmental enterprise. From the beginning, mem
bership has been restricted to those who are directly concerned with in
ternal auditing, in the belief that such a limitation is necessary if the
organization’s activities are to continue to be focused on its original
objectives. However, the community of interest between internal auditors
and certified public accountants has been recognized by the Institute
since its formation, and it has made provision for the admission, as
associate members, of CPAs as well as eligible educators and others en
gaged in fields related to internal auditing.
The maximum value of Institute membership comes with participation
in the activities of a local chapter group. The first chapter was organized
in New York, a little more than a year after the formation of the national
body. At the close of the Institute’s tenth year there were forty chapters,
including four in Canada, two in the Philippine Islands, and two in
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Europe. Most of the chapters hold monthly meetings, and a number of
the larger ones have separate meetings of technical study groups. In
addition, there are three regional conferences and a conference of the
entire organization each year.
Since its foundation the Institute has been active in the field of research.
Much work was done in the early years on various surveys and projects
relating to audit techniques in specific industries, and in 1947 the research
committee issued a statement defining the responsibilities of the internal
auditor.
The importance of maintaining a close relationship between a com
pany’s internal audit department and its public accountants, to the mutual
advantage of both the company and the outside auditors, has become in
creasingly evident in recent years. In the “Tentative Statement of Audit
ing Standards,” published in 1947 by the committee on auditing pro
cedure of the American Institute of Accountants, it is stated that “Where
an internal auditing department exists the independent auditor very
properly accords that fact appropriate weight in selecting and applying
his auditing procedures. The advantages of strong internal auditing de
partments are becoming better recognized by many concerns of sufficient
size to warrant maintaining such an organization.” Because the work of
a functioning internal audit department is helpful to the public account
ant, all the activities of the Institute of Internal Auditors which are aimed
at improving methods and winning wider acceptance by management are
of benefit to him.
Student Organizations

There are some organizations composed of students of accounting in the
colleges and business schools. Some, in the form of college professional
fraternities, are national in scope; most school accounting clubs or societies
are local. Some state societies of certified public accountants have estab
lished student affiliates or junior memberships.
Since such organizations are potentially effective media for developing
an informed interest in the profession, members of the profession would
do well to encourage and aid in their sound development.
PROFESSIONAL LITERATURE

The rapid advancement of the accounting profession in recent years
has been due in no small part to the development of a professional
literature adapted to the particular needs of American business. Without
such a medium for the promulgation of current developments in ac
countancy practice, the present widespread uniformity of techniques and
standards could not have been attained.
While the needs of each accountant vary according to the types of busi
ness which he serves, there are certain sources of information with which
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all should be familiar. Some of them are periodicals or bulletins dealing
with specific subjects, and some are standard texts. Most textbooks, by
their very nature, deal in a generalized manner with a description of prin
ciples or procedures rather than with the wide variety of differing situa
tions encountered in actual practice. It is the current periodicals, releases,
and bulletins of the American Institute of Accountants, of other account
ing organizations, and of regulatory bodies which keep the practitioner up
to date on the methods of handling the varied problems which arise be
cause of the complex structure of today’s business. It is not feasible to
present in this chapter a lengthy bibliography of the books and period
icals which comprise the literature of accounting. The average CPA is
primarily interested in knowing which of the many available publications
will be most useful to him in his practice. Reference to some worth-while
literature will have been omitted, but a conscientious attempt has been
made to provide representative, although limited coverage. Some of the
principal periodicals and publications of these organizations will be men
tioned in the following pages; textbooks are listed on pages 37-45,
to
gether with a list of the addresses of the publishers referred to.
Institute Publications

The official publication of the American Institute of Accountants is
The Journal of Accountancy which is published monthly. An editorial in
the first issue, published by the Institute’s predecessor organization in
November 1905, stated:
“The editors present the first issue of The Journal of Accountancy to the
American accountants in the belief that this magazine marks the beginning
of a movement which has for its object the establishment of accountancy in
law and opinion as a learned profession.”

That this movement has been successful has been adequately illustrated
by the discussion of the Institute’s growth. The rise in circulation of The
Journal, which today is distributed not only to all Institute members, but
to over 40,000 other subscribers as well, is a further indication of this
success. In addition to presenting timely comment by the editors and
articles by leading accountants and other authorities in their particular
fields, The Journal conducts several regular departments designed espe
cially to be of use to the CPA in his practice.
As an added means of keeping its members in touch with professional
happenings, the Institute publishes a monthly internal membership
bulletin, The CPA. Through its wide news coverage members are in
formed of recent developments which affect their interests in any way.
From time to time, the committees on accounting procedure and audit
ing procedure of the Institute issue formal pronouncements which are
recognized by the profession as the most authoritative statements on the
subjects involved. The Accounting Research Bulletins, which deal with
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general accounting principles and their application to specific matters,
summarize studies made by the committee on accounting procedure. The
pronouncements of the committee on auditing procedure were originally
issued as Statements on Auditing Procedure. In 1951 a single pamphlet,
replacing the twenty-four statements issued up to that time, was published.
This booklet, entitled “Codification of Statements on Auditing Pro
cedure,” consolidates the more valuable and currently useful features of
the previous pronouncements and is intended as a supplement to the
material contained in other publications of the committee on auditing
procedure and in auditing texts.
In 1947 the committee on auditing procedure issued a special report
which was published under the title “Tentative Statement of Auditing
Standards — Their Generally Accepted Significance and Scope.” At the
1948 annual meeting of the Institute the summarized statement of audit
ing standards contained in this report was approved by the membership.
It is important to note that this statement is concerned primarily with
auditing standards, as differentiated from auditing procedures. The com
mittee believes that the most satisfactory method of presenting auditing
procedures is by a series of case studies illustrating audit procedures
adopted and applied in actual examinations. Up to the date of the
publication of this Handbook, ten Case Studies in Auditing Procedure
have been issued (two in No. 8), describing the audit procedures actually
followed by practitioners in examinations of the following types of busi
ness organizations:
A Loading and Hauling Equipment Manufacturer
A Newspaper Publisher
A Department Store
A Public Utility
A Corn Processing Company
A Management Investment Company of the Open-End Type
A Grain Company
A Steel Fabricating Company
A Small Restaurant
9. A Wholesale Distributor of Newspapers and Magazines

1.
2.
3.
4.
5.
6.
7.
8.

The committee on auditing procedure also has made a comprehensive
study of internal control. The results of this study were published in
1949 under the title “Internal Control — Elements of a Coordinated
System and Its Importance to Management and the Independent Public
Accountant.”
A series of case studies in internal control has since been
instituted, and up to the date of the publication of this Handbook two
studies have been issued, dealing with (1) The Textile Company, and
(2) The Machine Manufacturing Company.
In 1949 the research department of the Institute, with the advice of the
committee on auditing procedure, issued a pamphlet entitled “Audits by
Certified Public Accountants — Their Nature and Significance.”
This
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booklet, which is designed for the use of credit executives and others
concerned with the work of the independent certified public accountant,
describes in general terms what the CPA does in order that he may express
an opinion on financial statements.
In 1951 the public relations department of the Institute prepared a
pamphlet entitled “Your CPA’s Responsibility” to explain Auditing Pro
cedure Statement No. 23 to the clients of smaller CPA firms. Another
public relations leaflet issued in 1951, “Why CPA Standards Are Im
portant to You,” answers some of the questions most frequently asked
about certified public accountants and their professional standards. The
pamphlet entitled “Small Business Has Big Problems,” which was pub
lished in 1949, outlines some of the services which CPAs can perform for
smaller businesses.
In 1940 the Institute published a booklet outlining an audit program
for savings and loan associations. This booklet was an important factor
in raising the standards of independent audits of these associations but,
with the passage of time, new developments in their accounting practices
took place which were not covered. In 1951, therefore, a revised edition
of the booklet, under the title “Audits of Savings and Loan Associations
by Independent Certified Public Accountants,” was issued by the com
mittee on auditing procedure.
In 1946 the Council of the Institute initiated a long-range program for
the analysis of corporate reports. Each year since then the research de
partment has reviewed hundreds of these reports and has published a
survey showing the manner in which various items are treated in the
financial statements. This survey, which is entitled “Accounting Trends
& Techniques in Published Corporate Annual Reports,” points up, by
means of numerous comparative tabulations, significant accounting trends
during the period since the studies were started. Special attention is given
in each edition to matters which have been under consideration by the
committee on accounting procedure.
A pamphlet published by the Institute under the title “The Natural
Business Year — Its Advantages to Business Management” contains a chart
to be used in determining a company’s natural business year as well as a
list of suggested fiscal closing dates for different types of business.
Each year the Institute publishes the complete text of all technical
papers and committee reports presented at the annual meeting. It also
publishes from time to time various pamphlets, all of which are designed
to promote a general recognition of the professional stature of certified
public accountants.
Publications of Other Organizations
American Accounting Association

The major publication of the American Accounting Association is the
official quarterly journal, the Accounting Review, which was first issued
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in 1926. Articles in the Review cover practically the entire range of ac
counting subject matter. However, some attempt is made to feature
articles on current developments in accounting theory, as contrasted with
those of more specialized technical significance. Papers presented at the
annual meetings of the Association also are included in the Accounting
Review.
From time to time the American Accounting Association publishes re
search monographs, as well as special studies of various kinds. A research
monograph entitled “An Introduction to Corporate Accounting Stand
ards” by W. A. Paton and A. C. Littleton, which was originally published
in 1940, was reprinted in 1951. In 1936 the executive committee of the
Association issued “A Tentative Statement of Accounting Principles Af
fecting Corporate Reports.” The second revision of this statement, pub
lished in 1948, is entitled “Accounting Concepts and Standards Under
lying Corporate Financial Statements.” Since 1948, the committee on
concepts and standards of the Association has issued a number of “Sup
plementary Statements” dealing with various individual accounting
subjects.
National Association of Cost Accountants

The official publication of the National Association of Cost Accoun
tants is the N.A.C.A. Bulletin which is issued monthly in two sections.
The first section of each issue is devoted to technical information, and the
second section provides news and information on the activities of the
Association and recent developments of interest to industrial accountants,
as well as a review of books and articles in the field of current cost litera
ture. The results of the studies made by the research staff of the Asso
ciation are published from time to time in a special section of the
Bulletin.
Each year the National Association of Cost Accountants publishes a
volume entitled “Conference Proceedings” which contains a complete
report of all papers and discussions presented at the annual conference.
These papers cover practical cost and accounting information on a variety
of subjects.
Controllers Institute of Americo

The Controllers Institute of America publishes a monthly magazine,
The Controller. It also publishes pamphlets from time to time. While
some of these deal solely with the functions and contributions of con
trollers, there are others, such as “Replacement Costs and Depreciation
Policies” and “Tax Principles and Problems,” which concern problems
of more widespread interest.
The Controllership Foundation, which carries out the research program
of the Controllers Institute, issues a monthly bulletin, Controllership
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Research, giving progress reports on its projects. Like the pamphlets of
the Controllers Institute, several of the special reports of the Founda
tion, which are based on its research studies, deal with information that
is particularly useful to controllers. One of the Foundation’s reports,
published in 1948 under the title “Depreciation Policy When Price Levels
Change” constitutes a source book of opinions and information pub
lished up to that time on the subject.
Institute of Internal Auditors

The Institute of Internal Auditors publishes a quarterly periodical,
The Internal Auditor, which was started in 1944. Prior to 1949 both
technical papers and Institute news were contained in each issue. Since
that time, however, a separate publication, the Members News Bulletin,
has been devoted to news items. The Institute also has published
several books on various phases of internal auditing, and each year it
issues a volume containing the complete text of all papers presented at
the annual meeting.
Government Publications

Government publications cover a wide variety of subjects. Of those
which are concerned with accounting matters, some are of interest to cer
tain accountants and not to others, depending upon the types of business
which they serve. For example, accountants with clients whose account
ing methods are under the jurisdiction of regulatory authorities such
as the Federal Power Commission, the Federal Communications Com
mission, and the Interstate Commerce Commission must use the current
uniform systems of accounts prescribed by them. In addition, these ac
countants will be interested in the periodic releases and annual reports
of the commissions. Regardless of the types of business represented in his
practice, however, every accountant must keep abreast of the rules, regu
lations and official releases of the Securities and Exchange Commission.
The series of accounting releases, which are incorporated by reference in
Regulation S-X, contain the opinions expressed from time to time by
the Chief Accountant on controversial questions arising in connection
with registration statements and annual reports filed with the Commis
sion. Information on current developments in accounting and auditing
also is included in the Commission’s annual reports which outline its
activities under the different statutes entrusted to it.
The Treasury Department issues many publications, such as the fort
nightly Internal Revenue Bulletin, which supplement the Federal tax
service. The Excess Profits Tax Act provides for the use of certain in
dustry classifications which, under the regulations, are to be determined
in accordance with the specifications shown in the “Standard Industrial
Classification Manual,” prepared by the Division of Statistical Standards
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of the Bureau of the Budget.
The Department of Commerce publishes a monthly Bulletin of Com
merce which contains material that is of interest to businessmen and is
available without cost. Bulletins also are issued from time to time on
many types of business and on methods of record-keeping for different
businesses.
In 1951 the Superintendent of Documents published a booklet en
titled “Suggestions for Improving the Language of Audit Reports.’’
These suggestions were prepared by the report editor of the Corporation
Audits Division, General Accounting Office for the use of that division.
However, the booklet contains a great deal of information which can
assist certified public accountants in the writing of more effective reports.
Tax and Financial Publications

The CPA Handbook chapter on “Income Tax Practice ” contains a
section on recommended books and services for a tax library.At this point,
therefore, the listing of tax publications will be limited to the following
periodicals:
The Tax Barometer
Published weekly by Washington Publications, Inc.
Taxes, The Tax Magazine
Published monthly by Commerce Clearing House, Inc.

What’s Happening in Taxation and Government Regulation
Published weekly by Prentice-Hall, Inc.

Every accountant, regardless of the size of his practice, needs to have
dividend guides and stock and bond quotation records available for ready
reference. Such records are published by Moody’s Investors Service and
by Standard & Poor’s Corporation, among others. Moody’s also publishes
five yearly manuals which contain detailed historical financial informa
tion.
Reference Books

The accountant’s library should include the standard reference works
— an unabridged dictionary, an encyclopedia, almanacs, and directories of
various types. The “Accountants’ Handbook,” the “Cost Accountants’
Handbook,” and the “Financial Handbook” furnish the accountant with
a wealth of authoritative information. His library also should include
the Federal and state tax services and any other services which can assist
him and his clients in complying with government regulations.
Every accountant’s library should include “The Accountants’ Index,”
published by the library staff of the American Institute of Accountants.
This index provides a key to all works on accounting published in the
English language. Material published up to the year 1920 was indexed in
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the original volume, and the accounting literature published since then
has been indexed in supplements which now are issued biennially.
Suggestions for a Library

The accountant’s library should be built around a core of reference
books, standard texts on accounting and allied subjects, and periodicals
which are of general interest to the profession as a whole. Once his library
is satisfactorily equipped with publications of these types, each practi
tioner should endeavor to add to it such sources of information as will be
helpful to his particular practice. In order to understand the problems
of his clients in various lines of business, he should refer to technical
periodicals, trade papers, and statistical data published by trade associa
tions. Published corporate reports, prospectuses, and stock-listing applica
tions should not be overlooked either, for they furnish a wealth of in
formation on current thinking in the accounting profession.
There are many excellent texts in accounting, auditing, and related
subjects, but naturally each practicing accountant will not find it
necessary or feasible to include all of them in his library. All members
of the American Institute of Accountants may borrow, either by mail or
in person, from the Institute’s library of over 41,000 books, periodicals
and pamphlets. The books suggested in Appendix A to this chapter as
suitable for inclusion in an accountant’s library include representative
texts dealing with the major topics of general interest to the accounting
profession. Of course, this list is not intended to be either definitive or
exhaustive. In some instances, the books listed for a particular subject
are the most recent ones published in that field, and for this reason they
have been given preference over earlier texts which, however, may deal
equally well with the subject. In order to furnish a guide to accountants
who, because of the nature of their practice, require books on specialized
accounting, some books of this type have been included in this list. How
ever, most of the available information on specialized types of accounting
is published in periodicals, such as The Journal of Accountancy, the
N.A.C.A. Bulletin, and the publications of the state societies. An ex
tensive bibliography of specialized accounting literature is contained in
J. K. Lasser’s “Handbook of Accounting Methods” and in his “Handbook
of Cost Accounting Methods.” In addition, information which has been
published on any phase of specialized accounting can be located through
“The Accountants’ Index.”
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RECOMMENDED 100-VOLUME LIBRARY

(Those titles marked * are suggested for a library of approximately fifty volumes)

Author
•American Institute
of Accountants

Title
Accountants’ Index (Supplements
published biennially.)

Publisher
American Institute
of Accountants

Accounting, General Theory and Practice

Consolidated Financial
Statements, 1949

Cornell University
Press

Principles of Accounting,
Advanced, 4th Edition, 1952

Prentice-Hall, Inc.

Principles of Accounting,
Intermediate, 4th Edition, 1951

Prentice-Hall, Inc.

Holmes, Arthur W.
and Meier,
Robert A.

Advanced Accounting, 1950

Richard D. Irwin, Inc.

Holmes, Arthur W.
and Meier,
Robert A.

Intermediate Accounting, 1949

Richard D. Irwin, Inc.

Advanced Accounting,
4th Edition, 1946

The Ronald Press Co.

Principles of Accounting,
4th Edition, 1939

The Ronald Press Co.

*Childs, William H.
Finney, H. A. and
Miller, Herbert E.

•Finney, H. A. and
Miller, Herbert E.

•Kester, Roy B.
•Kester, Roy B.
•Kohler, Eric L.

A Dictionary for Accountants, 1952 Prentice-Hall, Inc.

*May, George O.

Financial Accounting, 1943

Moonitz, Maurice
and Staehling,
Charles C.

Newlove, George
Hillis

Newlove, George
Hillis, and
Garner, S. Paul

The Macmillan Co.

Accounting: An Analysis of its
Problems, 1952
Volume 1—Valuation of Assets
and Liabilities and the Deter
mination of Periodic Profit
The Foundation
Volume 2—Multiple
Proprietorship
Press, Inc.
Consolidated Statements, 1948

D. C. Heath and Co.

Advanced Accounting
Volume 1—Corporate Capital
and Income, 1951
Volume 2—Reorganizations,
Bankruptcies, Fiduciaries,
and Partnerships, 1950

D. C. Heath and Co.
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Author

Title

*Paton, W. A., Editor Accountants’ Handbook,
3rd Edition, 1943
'

Publisher
The Ronald Press Co.

♦Paton, W. A.

Advanced Accounting, 1941

The Macmillan Co.

♦Paton, W. A. and
Littleton, A. C.

An Introduction to Corporate
Accounting Standards, 1940

American Accounting
Association

Paton, W. A. and
Paton, W. A., Jr.

Asset Accounting (An
Intermediate Course), 1952

The Macmillan Co.

Study Group on
Business Income

Changing Concepts of Business
Income, 1952

The Macmillan Co.

Sunley, William T.
and Carter,
William L.

Corporation Accounting,
Revised Edition, 1944

The Ronald Press Co.

Auditing
*Bell, William H. and
Auditing, Revised Edition, 1941
Johns, Ralph S.

Prentice-Hall, Inc.

Byrnes, Thomas W.,
Baker, K. Lanneau,
and Smith, C.
Auditing, 1948
Aubrey

The Ronald Press Co.

Eggleston, DeWitt C. Auditing Procedure,
3rd Edition, 1947

John Wiley & Sons, Inc.

Holmes, Arthur W.

Auditing, 3rd Edition, 1951

Richard D. Irwin, Inc.

* Montgomery, Robert
H., Lenhart,
Norman J., and
Montgomery’s Auditing,
7th Edition, 1949
Jennings, Alvin R.

The Ronald Press Co.

* Palmer, Leslie E. and Accountants’ Working Papers,
Bell, William H.
3rd Edition, Revised by
Ralph S. Johns, 1950

The Ronald Press Co.

*Peloubet, Maurice E. Audit Working Papers, 1949

McGraw-Hill Book Co.

Wellington, C. Oliver Audit Working Papers, 1948

D. Van Nostrand Co.

Budgeting
*Heckert, J. Brooks

Rautenstrauch,
Walter and
Villers, Raymond

*Sinclair, Prior

Business Budgeting and
Control, 1946

The Ronald Press Co.

Budgetary Control, 1950

Funk & Wagnalls Co.

Budgeting, 1934

The Ronald Press Co.

Wellington, C. Oliver Primer on Budgeting, 1949
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D. Van Nostrand Co.

Author

Title

Publisher

Business Organization and Management
Alford, L. P.

*Alford, L. P. and
Bangs, John R.,
Editors

Principles of Industrial
Management, Revised Edition,
Revised and Rewritten by
H. Russell Beatty, 1951

The Ronald Press Co.

Production Handbook, 1944

The Ronald Press Co.

Brown, Stanley M.
and Doris, Lillian, Business Executive’s Handbook,
Editors
1947

Prentice-Hall, Inc.

Cherrington,
Homer V.

Business Organization and
Finance, 1948

The Ronald Press Co.

Gerstenberg,
Charles W.

Financial Organization and
Management of Business,
3rd Edition, Revised, 1951

Prentice-Hall, Inc.

Heckert, J. Brooks
and Willson,
James D.

Controllership — The Work of the
Accounting Executive, 1952
The Ronald Press Co.

Lasser, J. K.

How to Run a Small Business, 1950 McGraw-Hill Book Co.

*MacDonald, John H. Office Management, 3rd Edition,
1951

Prentice-Hall, Inc.

Commercial Law

*Conyngton, Thomas
and Bergh,
Business Law, 4th Edition, 1949
Louis O.

The Ronald Press Co.

National Association Credit Manual of Commercial
Laws, Published Annually
of Credit Men

National Association
of Credit Men

Corporations

Dewing, Arthur
Stone

Financial Policy of Corporations,
2 Volumes, 4th Edition, 1941

The Ronald Press Co.

Doris, Lillian, Editor Corporate Treasurer’s and
Controller’s Handbook, 1950

Prentice-Hall, Inc.

Washington, George Compensating the Corporate
Executive, Revised Edition,
T. and Rothschild,
1951
V. Henry 2nd

The Ronald Press Co.
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Author

Title

Publisher

Cost Accounting

*Dohr, James L. and Cost Accounting Principles and
Inghram, Howell A. Practice, 3rd Edition, 1946
•Gillespie, Cecil M.

Heckert, J. Brooks

The Ronald Press Co.

Accounting Procedure for
Standard Costs, Revised
Edition, 1952

The Ronald Press Co.

Analysis and Control of
Distribution Costs, 1940

The Ronald Press Co.

•Lang, Theodore,
Editor

Cost Accountants’ Handbook, 1944 The Ronald Press Co.

*Lawrence, W. B.

Cost Accounting, 3rd Edition, 1946 Prentice-Hall, Inc.

Depreciation

•Grant, Eugene L. and
Depreciation, 1949
Norton, Paul T.

The Ronald Press Co.

Government Accounting and Finance
Governmental Accounting, 1951

Richard D. Irwin, Inc.

Fundamentals of Governmental
Morey, Lloyd and
Accounting, 2nd Edition, 1951
Hackett, Robert P.

John Wiley & Sons, Inc.

*Mikesell, R. M.

Simplified Municipal Accounting,
•Municipal Finance
Municipal Finance
Officers’ Association A Manual for Smaller
Officers’ Association
Governmental Units, 1950
National Committee
on Governmental Municipal Accounting and
Auditing, 1951
Accounting

National Committee
on Governmental
Accounting

Internal Audit and Control

•Brink, Victor Z.

Internal Auditing, 1941

Brink, Victor Z. and
Cadmus, Bradford Internal Audit in Industry

Richie, William E.

Walker, W. A. and
Davies, W. R.

Production and Inventory
Control, 1951

The Ronald Press Co.
Institute of Internal
Auditors

The Ronald Press Co.

Industrial Internal Auditing, 1951 McGraw-Hill Book Co.

Inventory
*Butters, J. Keith and Effects of Taxation — Inventory
Accounting and Policies, 1949
Niland, Powell
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Harvard University
Graduate School of
Business Admin
istration

Title

Author

Publisher

Investment

Badger, Ralph E.
and Guthmann,
Harry G.

Investment Principles and
Practice, 1951

Prentice-Hall, Inc.

Mathematics and Finance
*Bogen, Jules I.,
Editor

Financial Handbook, 3rd Edition,
1949
The Ronald Press Co.

*Curtis, Arthur B. and Mathematics of Accounting,
Cooper, John H.
3rd Edition, 1947

Prentice-Hall, Inc.

Profession of Accountancy

•Carey, John L.

Professional Ethics of Public
Accounting, 1946

American Institute
of Accountants

Reports and Statements

•Bell, William H.
•Clapp, John Mantle

Foulke, Roy A.
*Greidinger, B.
Bernard
Kennedy, Ralph D.

*McLaren, N. Loyall

Sanders, Thomas H.

Accountants’ Reports,
4th Edition, 1949

The Ronald Press Co.

Accountants’ Writing, 1948

The Ronald Press Co.

Practical Financial Statement
Analysis, 2nd Edition, 1950

McGraw-Hill Book Co.

Preparation and Certification of
Financial Statements, 1950

The Ronald Press Co.

Financial Statements, Revised
Edition, 1952

Richard D. Irwin, Inc.

Annual Reports to Stockholders,
1947

The Ronald Press Co.

Company Annual Reports, 1949

Harvard University
Graduate School of
Business Admin
istration

Securities and Exchange Commission
•McCormick,
Edward T.

Understanding the Securities
Act and the S.E.C., 1948

American Book Co.

Specialized Accounting
Banks

Langston, Lloyd H.

Bank Accounting Practice,
Revised Edition, 1940
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The Ronald Press Co.

Author

Title

Publisher

Brokerage

Pace, Homer S. and Brokerage Accounting, Revised
Koestler, Edward J. Edition, 1950

Pace & Pace

Colleges and Universities

*National Committee
on the Preparation
of a Manual on
College and Uni
College and University Business
versity Business
Administration, 1952
Administration
Scheps, Clarence

American Council on
Education

Accounting for Colleges and
Universities, 1949

Louisiana State
University Press

Practical Accounting and Cost
Keeping for Contractors,
4th Edition, 1948

Frank R. Walker Co.

Drug Store Accounting, 1943

McGraw-Hill Book Co.

Estate Administration and
Accounting, 1940 with 1950
supplement

Clark Boardman Co.,
Ltd.

Contracting

Walker, Frank R.
Drug Stores

Heckert, J. Brooks
and Dickerson,
William E.
Estates

•Dodge, Chester J.
and Sullivan,
John F.

Grange, William J.,
Staub, Walter R.,
and Blackford,
Eugene G.

Wills, Executors and Trustees,
Revised Edition, 1950

The Ronald Press Co.

Farming

Efferson, J. Norman

Farm Records and Accounts, 1949 John Wiley & Sons, Inc.

Hospitals

American Hospital
Association

Handbook on Accounting,
Statistics, and Business Office
Procedures for Hospitals, 1950

American Hospital
Association

*Martin, T. Le Roy

Hospital Accounting Principles
and Practice, 1951

Physicians’ Record Co.

Hotel Accounting, Revised
Edition, 1948

The Ronald Press Co.

Hotels

Horwath, Ernest B.
and Toth, Louis
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Insurance

Lawrenson, Ernest

Insurance Agency Accounting, 1949 Prentice-Hall, Inc.

Pace, Homer S.

Insurance Organization and
Accounting, 1948

Business Text-Book
Publishers, Inc.

Mine Accounting and Financial
Administration, 1949

Pitman Publishing
Corp.

Practical Accounting for Oil
Producers, 2nd Edition, 1947

Ross-Martin Co.

Mining

Willcox, Frank
Oil

Pitcher, Robert M.

Public Utilities

*Foster, J. Rhoads and
Rodey, Bernard
S.,Jr.
Public Utility Accounting, 1951

Prentice-Hall, Inc.

Statistics

Brumbaugh, M. A.,
Kellogg, L. S., and
Graham, I. J.
Business Statistics, 1941

Richard D. Irwin,Inc.

System Building

Baily, H. Heaton

*Gillespie, Cecil

*Lasser, J. K., Editor
*Lasser, J. K., Editor

Specialized Accounting Systems,
2nd Edition, 1951

John Wiley & Sons, Inc.

Accounting Systems: Procedures
and Methods, 1951

Prentice-Hall, Inc.

Handbook of Accounting
Methods, 1943

D. Van Nostrand Co.

Handbook of Cost Accounting
Methods, 1949

D. Van Nostrand Co.

Nelson, Oscar S. and
Maxwell, Arthur D. Accounting Systems, 1950

Richard D. Irwin, Inc.

Taxation

*Bickford, Hugh

Successful Tax Practice, 1950

Butters, J. Keith,
Effects of Taxation — Corporate
Lintner, John, and
Mergers, 1951
Cary, William L.
Hall, Challis A., Jr.

Effects of Taxation — Executive
Compensation and Retirement
Plans, 1951
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Prentice-Hall, Inc.
Harvard University
Graduate School of
Business Admin
istration
Harvard University
Graduate School of
Business Admin
istration

Title

Author
Lasser, J. K., Editor

*Lasser, J. K.

Publisher

Handbook of Tax Accounting
Methods,1951

D. Van Nostrand Co.

Handbook of Tax Techniques,
1951

Prentice-Hall, Inc.

Montgomery, Robert
H., Taylor, Conrad Montgomery’s Federal Taxes,
Corporations and Partnerships,
B., and Richard
2 volumes, Published Annually
son, Mark E.

The Ronald Press Co.

Montgomery, Robert
H., Wynn, James Montgomery’s Federal Taxes,
O., and Blattmachr, Estates, Trusts, and Gifts,
G. Harold
Published Annually

The Ronald Press Co.
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Practical Applications
of Professional Ethics
BY JOHN L. CAREY

Executive Director of Ameri
can Institute of Accountants

A code of ethics is a practical working tool. It is useful to a professional
practitioner in the same sense that his theoretical principles and tech
nical procedures are useful. Without a system of professional ethics he
would be incomplete.
Professional ethics form a small part of a great, complex system of
discipline which civilized society has imposed on itself through laws,
customs, moral standards, social etiquette — rules of many kinds en
forced in many ways. Discipline is necessary, if people are to live together
in large numbers, to restrain the primitive animal instincts with which
man is born.
The assurance that such discipline exists is also the basis of man’s
faith in his fellow man, which, despite frequent disappointments, is essen
tial to the continuation of the highly involved and ramified economic
structure which now supports most of the free world’s population. Credit
and investment are the underpinning of that structure, and they rest to
a greater extent on faith in moral standards, and ethical considerations,
than on the formal law. There could never be enough policemen to
enforce the laws if all the people chose to violate them at one time. A
code of professional ethics is a voluntary assumption of the obligation of
self-discipline above and beyond the requirements of the law. It there
fore serves the highly practical purpose of notifying the public that the
profession intends to do a good job in the public interest. In effect, the
existence of the code suggests that in return for the faith which the public
reposes in members of the profession, they accept certain obligations to
behave in a way that will be beneficial to the public. This is so obviously
good business, aside from any higher considerations, that one wonders
why certified public accountants have not publicized their rules of profes
sional conduct more widely. The rules should be familiar to every client,
to bankers and credit men, to lawyers and others concerned with certified
46

public accountants, simply as a matter of public relations.
The ethical code also serves the highly practical purpose of providing
members of the profession with guides to the type of behavior which the
historical experience of the group as a whole has indicated is most likely
to attract the confidence of the public.
The reason such guides are needed is that natural human instinct and
common sense, and even a fine sense of right and wrong, are not always
enough to point out the best way for a professional man to behave in a
given situation. His relations with other people can be extraordinarily
complicated, and sometimes it is best for him to behave in a way that
would seem unnatural and even illogical to others.
When people need a doctor, or a lawyer, or a CPA, they seek someone
whom they can trust to do the best he can — not for himself, but for
them. They have to trust him, since there is no practicable way to ap
praise the quality of his “product.” And so they must believe that his
primary motive is to help them.
That is why professions are distinguished from businesses — and why
professional men are looked up to with respect.
Professional men are accepted as men highly skilled in some science or
art, who desire to minister to other people — who want to serve the
public, and who place service ahead of personal gain. If they were not
regarded in this light they would have no patients or clients. Who would
engage a doctor, or a lawyer, or a certified public accountant who was
known to put personal gain ahead of service to his patient or client?
How could anyone know whether to take his advice or not? If the prac
titioner were mainly interested in selling his services and building up
fees, he might be expected to keep his patients sick, or keep his client in
litigation, or extend his examination of the clients’ accounts beyond the
necessary scope. Who would engage such a man?
Not only must people believe that the professional man will not take
advantage of them financially, but also that they can safely entrust him
with their most private and vital affairs. He must be regarded as a man
of character. So he must behave himself in a way that strengthens their
confidence. He must display a professional attitude toward his work.
A professional attitude must be learned. It is not a natural gift. It is
natural to be selfish and greedy — to place personal gain ahead of service.
(That is precisely why the people as a whole honor the relatively few —
like professional men and other true public servants, who have disci
plined themselves to follow the nobler way.) A professional attitude, like
a golf swing, must be acquired by self-discipline. The rules of ethics are
guides to right action — to action that will develop the professional atti
tude, and thus win public confidence.
Now, public confidence is even more important to a certified public
accountant than to other professional men. He must have not only the
confidence of those who become his clients, but also the confidence of
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those who rely on his reports. His service may be of little value to a
client if a bank will not accept his report. And the bank, or the credit
agency, or the government agency, or other “third parties” who may rely
on the report, will accept it only if they believe that the CPA feels a
responsibility to look out for their interests as well as the client’s.
And since all the multitude of “third parties” who may rely on the
reports of certified public accountants are not likely to know the CPAs
personally, this means that they must have confidence in CPAs as such —
in the whole accounting profession — as men who can be trusted to do a
good job for all concerned.
So, the rules of professional conduct of the accounting profession serve
highly practical purposes:
1. They show the practitioner how to maintain a professional attitude which
experience indicates will help him to succeed.
2. They give clients and potential clients a basis for confidence that CPAs
sincerely desire to serve them well, and place service ahead of reward.
3. They give “third parties’’ who may rely on financial statements a basis
for confidence that the CPA has done his work in conformity with objective
standards and is independent in expressing his opinion.

The best way of demonstrating the practical value of a code of ethics,
perhaps, is to imagine that it did not exist. Suppose each practitioner
had to decide for himself, in the light of his own particular training and
experience, what would be the best way to behave in any of the situations
in which he might find himself. It would be too much to expect that
everyone would perceive the right answers. The professional attitude
would be likely to disappear rapidly. Public accounting would come
more and more to resemble a business service. Public confidence would
correspondingly decline, and eventually some other means would have
to be found to provide “third parties” who risk money on financial state
ments of business enterprises with some evidence of the reliability of such
statements. In view of the present trend of society, it may be presumed
that this would be accomplished through audits by government staffs.
The practice of accounting would remain only to the extent that busi
nesses not large enough to employ competent accountants on a full-time
basis made use of accounting firms to help them with their internal
administrative accounting problems.
While the Rules of Professional Conduct of the American Institute of
Accountants are officially stated in chronological order of adoption, they
may be grouped according to subject matter quite conveniently around
the following three objectives:
Professional Attitude

1. Firm name, style, and descriptions must be appropriate.
2. Practice as a corporation is forbidden.
3. Occupations incompatible with public accounting are prohibited.
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4. Members in practice but also engaged in other related occupations must
also observe rules of conduct in such occupations.
5. Advertising is prohibited.
6. Solicitation is prohibited.
7. Institute members must observe state rules on competitive bidding.
8. Offers of employment to employees of other accountants are prohibited.
Confidence of Clients

1. Confidential relationship with client must not be violated.
2. Splitting fees or paying commissions to laity is prohibited.
3. Member may not permit another to use his name except his partners
and employees.
4. Member may not sign work prepared by others than his own associates
or other accredited accountants.
5. In certifying statements members must conform with generally accepted
accounting and auditing standards.
Confidence of Third Parties

1. In certifying statements, accountants must conform with generally accepted
accounting and auditing standards.
2. Contingent fees in conjunction with audit work are prohibited.
3. Members must not vouch for the accuracy of forecasts of earnings.
4. Member may not express opinion on financial statements of an enterprise
financed by public distribution of securities if he, or one of his immediate
family, has a substantial financial interest in the enterprise; if the enterprise
is not publicly financed but the statements are used as basis of credit, he may
not express an opinion unless in his report he discloses any substantial finan
cial interest which he, or his family, may have in that enterprise.

It is immediately evident that the present rules do not deal with all
the ethical questions which may arise in the practice of public accounting.
The basic ethical concept of independence, for example, is not nearly
so fully presented in these rules as it has been in literature of the profes
sion. Many specific ethical questions not covered in the rules have been
answered in opinions of the Institute’s committee on professional ethics.
Still other ethical questions have not yet been answered decisively at
all. The evolutionary processes of accumulating wisdom are still at work.
The remainder of this chapter is devoted to specific questions of eth
ics likely to be encountered in practice. The answers are based on the
best authorities available — sometimes a rule, sometimes a committee
opinion, sometimes only a published article.
Authorities are indicated as follows: RPC — Rules of Professional Con
duct, American Institute of Accountants; CE — opinion of Committee
on Professional Ethics, American Institute of Accountants; other sources
are named in full.
Space does not permit consideration of all questions that may arise,
nor full discussion of the reasoning underlying the answers. More ex
tended discussion of some of these matters may be found in “Professional
Ethics of Public Accounting.” 1
1 See reference 1 at end of this chapter.
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The purpose here is to provide the quickest possible answers to the
most common practical questions of professional ethics.
FORMS OF ORGANIZATION AND DESCRIPTIONS

1. Can an individual certified public accountant style himself as “John
Doe and Company”?
The Institute’s rules do not prohibit such a description, but Treasury
Department Circular 230, which applies to all agents enrolled to practice
before the Treasury, does contain such a prohibition. Section 10.2 (e)
of Circular 230 says: “Every enrolled attorney or agent practicing as an
individual shall use his legal name in the conduct of his legal, accounting,
or other professional practice. The term ‘company,’ ‘associates,’ ‘ac
countants,’ ‘auditors’ ... or other plural forms suggesting a partner
ship, or language of similar import, used in connection with a name or
title, or any fictitious title, or trade name, shall be used only by a bona
fide partnership consisting of two or more members, and all stationery,
listings, advertisements, and announcements of enrolled persons shall
conform to the principles herein stated.”
Rule No. 1 of the Rules of Professional Condust (RPC) states that
an individual practicing under a style denoting a partnership when in
fact there is no partner or partners shall not use the designation “mem
bers of the American Institute of Accountants.”
Most state accountancy laws contain provisions similar to Rule No. 1
with respect to the use of the designation “certified public accountants”;
that is, the designation may not be used unless a partnership actually
exists (and, of course, all the partners are certified public accountants).
2. What types of firm name or “style” are appropriate for a partner
ship?
The following are appropriate:
Smith & Jones
Smith & Company
The John Smith Company
Smith & Associates

The committee on professional ethics (CE) has held that the name of
a firm of practicing accountants should denote a personal association.
Such a firm should not adopt for its name any nonpersonal or misleading
title. A corporate form of name, such as “Unique Audit Company” would
not be appropriate as the name of a firm of professional accountants.
3. How can a partnership of CPAs describe itself?
The designation “certified public accountants” may be used in con
junction with the firm name, if all the partners are certified public ac
countants of the state in which the firm practices. If some partners are
certified in one state and some in another, then the laws of the state in
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which the practice is being carried on should be consulted — provisions
differ among the several states.
If all the partners of the firm are members of the American Institute
of Accountants, the designation “Members, American Institute of Ac
countants” may be used in conjunction with the firm name.
If some of the partners are members of the Institute and others are not,
the designation may not be used in conjunction with the firm name, but
the names of the individual partners who are members may be listed in
the corner of the letterhead with the designation “Member, American
Institute of Accountants” following each name as appropriate.
Occasionally a firm may wish to show on its letterhead the names of
accountants with the firm who are not partners. The CE has approved
the listing of both partners and staff, provided the partners are shown
first in order, followed by a line to separate them from members of the
staff who may be named. In this way, the public is put on notice that
those below the line have some other status than that of partner.

4. Can certified public accountants practice public accounting in the
corporate form of organization?
No. RPC No. 11 says a member shall not be an officer, director, stock
holder, representative, or agent of any corporation engaged in the prac
tice of public accounting in any state or territory of the United States, or
the District of Columbia.
Most state accountancy laws also forbid practice in the corporate form.
5. Can a certified public accountant practice in partnership with a
CPA of another state?
Generally, yes, but the laws of the states in which offices are to be
maintained should be consulted. Under some “regulatory” laws it is
necessary for all members of a partnership practicing in a state to be
registered, and particular attention should be paid to the statutory pro
visions related to use of the designation “certified public accountants” in
conjunction with the firm name.
6. Can a certified public accountant practice in partnership with a
noncertified public accountant?
There is nothing in the rules of the Institute which would prevent a
member from entering into partnership with a noncertified public ac
countant.
There is nothing in most CPA laws to prevent the partnership of a
CPA with a non-CPA. However, in “regulatory” states, the noncertified
accountant would have to be registered and licensed to practice account
ing in the state.
Naturally, the description “Members, American Institute of Account
ants” or “certified public accountants” would not be permissible in con
junction with the firm name of a partnership composed of a certified
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public accountant and a noncertified public accountant.
The letterhead of a firm composed of both certified and noncertified
public accountants may show the names of individual partners, and in
this case the designation CPA may follow each name entitled to it.
It should be borne in mind in a partnership of this type that the CPA
is ethically responsible for all the acts of the partnership. In other
words, if his noncertified partner should violate the Rules of Professional
Conduct, the CPA would be held accountable.
The Canons of Ethics of the legal profession do not permit partner
ships between lawyers and “laymen.” The rules of the Institute of Char
tered Accountants in England and Wales permit a chartered accountant
to form a partnership only with another chartered accountant. It has
been suggested that similar restrictions should be imposed upon CPAs
in the United States, but no action has been taken.
7. Can a CPA practice public accounting in partnership with a lawyer,
an engineer, or a member of another profession?
The rules of professional conduct of the Institute have not been con
strued to prevent such a partnership. It should be noted, however, that
the legal profession frowns on partnerships between lawyers and non
lawyers, and in no event could the CPA practice law unless he is also a
lawyer and practices as such. Again it should be noted that in “regula
tory” states only accountants registered and licensed to practice may en
gage in public accounting and it would therefore not be appropriate for
a CPA to associate himself in partnership with a lawyer or an engineer
for the practice of public accounting unless the lawyer or engineer also
were registered as a public accountant.
Again it should be noted that the CPA would be responsible for any
violations of the Rules of Professional Conduct on the part of his non
accountant partner.

8. Is it ethical to buy a public accounting practice?
The purchase of public accounting practices has been, and continues
to be, a generally accepted method of acquisition. There has been no
intimation by any of the professional accounting societies that there is
anything unethical about it.

9. Is it ethical to pay the estate of a deceased partner a share of the
profits of the partnership over an agreed period?
RPC No. 3 forbids participation by the “laity” in fees or profits of
professional work, but the CE has held that payments to a widow or the
estate of a former partner would not be considered a violation of that
rule. It would be improper, CE has held, for a former partner’s widow to
be included as a partner of a firm of certified public accountants (unless
she were personally professionally qualified).
10. Is it ethical to practice under a firm name composed of the names
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of persons who are no longer partners of the firm?
Inclusion in the firm name of the name of a former partner or former
partners has been held by the Council of the American Institute of
Accountants to be entirely appropriate.
11. May the sole survivor of a partnership continue practice as an
individual under the old partnership name?
This apparently would be a violation of Treasury Department Circular
No. 230, which provides that a firm name suggesting a partnership shall
be used only by a bona fide partnership consisting of two or more
members.
The CE has expressed the view that it would be improper for an indi
vidual CPA to practice under the name of a deceased CPA. It was sug
gested in such a case, where the goodwill had been purchased from the
estate, the purchaser, who would practice in his own name, might show
on his letterhead that he was successor to the deceased accountant.
The designation “certified public accountants” or “Members, American
Institute of Accountants,” used in conjunction with the firm name, would
be inappropriate if in actuality the practice were being conducted as a
sole proprietorship.
12. Is it proper to practice in association with another accountant
without any actual partnership arrangement?
There is nothing in RPC which would prohibit the sharing of office
space by two certified public accountants not actually in partnership,
nor is there anything in the rules to prohibit two such certified public
accountants from assisting one another in the conduct of engagements
from time to time. Such arrangements, however, should be specific and
a matter of record. Each CPA should be compensated by the other for
whatever time he might spend in assisting the other.
Loose arrangements of this sort might lead to violation of RPC No. 2,
which states that a member shall not allow any person to practice in
his name who is not in partnership with him or in his employ. If the
association is between a CPA and a noncertified public accountant, then
the CPA should also be aware of Rule No. 6, which states that a member
shall not sign a report purporting to express his opinion on the result of
examination of financial statements unless they have been examined by
him, a member or an employee of his firm, a member of the Institute, a
member of a similar association in a foreign country, or a certified public
accountant of a state or territory of the United States or the District of
Columbia.
13. What information may properly appear on letterheads, cards and
legends on office doors, windows, and building directories?
Such information should be restricted to the name of the firm, the
designations “certified public accountants,” “Members, American Insti
tute of Accountants,” or similar designations, when permissible; and, if
desired, the names of individual partners, and cities in which offices are
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maintained, but not a listing of services rendered.
No lettering on office windows or building directories or signs of any
kind should be so large or prominent as to constitute in effect “display
advertising.”
ANNOUNCEMENTS

1. What type of announcements may certified public accountants have
published in newspapers or magazines?
RPC No. 10 provides that announcements may be published in news
papers or magazines only for the purpose of announcing a change of
address or a change of personnel of firm. This is construed to include the
announcement of the opening of a new office by a new firm.
A change of personnel of firm is considered to mean a change in the
partnership, not in the staff.
Such announcements are not to exceed two columns in width and
three inches in depth if appearing in a newspaper, and are not to exceed
one-quarter of a page if appearing in a magazine or similar publication.
The information which may be included in the announcement is the .
name; designation, such as “Member, American Institute of Accountants,”
“CPA,” or other professional affiliation; class of service; and address of
the person or firm.
In describing “class of service” it should be borne in mind that the
designation “tax consultant,” and similar designations, have been held to
be improper by the National Conference of Lawyers and Certified Public
Accountants in a Statement of Principles which has been approved by the
Council of the American Institute of Accountants.
Bearing in mind that the Canons of Ethics of the bar prohibit lawyers
from advertising any specialty in the law, many certified public account
ants believe it desirable, even though the Institute has no similar rule,
not to describe the “class of service” rendered — that is, audits, taxes,
systems, et cetera. At this stage of the profession’s development, it is
generally felt that the description “certified public accountants” suf
ficiently informs the public of the nature of the services offered.
2. What type of announcements may be sent through the mails, and
to whom?
Cards bearing announcements of the nature and in the form permis
sible for publication in newspapers or magazines (see 1 above) may
properly be sent through the mails to clients and friends.
Such announcements should not be sent to complete lists of bankers,
lawyers, or businessmen, or the memberships of any organization, and
should not be mailed to persons who are already served by other public
accountants.
The CE has ruled that it is undesirable to send such announcements to
clients of a former employer.
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3. What restrictions are there on listings in classified telephone direc
tories and other directories?

RPC No. 10 provides that a paid listing in a directory should be re
stricted to the name, title, class of service, address, and telephone number
of the person or firm, and shall not appear in bold type, box, or other
form of display or in a style which differentiates it from other listings in
the same directory.
The CE has held that use of the designation, “Member, American
Institute of Accountants,” when used in a directory listing, differentiates
the listing from others in the list, and therefore the designation should
not be included.
ADVERTISING AND SOLICITATION

1. What are the restrictions on advertising?
RPC No. 10 says “A member shall not advertise his professional attain
ments or services.” Except for the publication of announcements as
described in the preceding section, no advertising of any kind is per
mitted.
2. Is it permissible to publish a blind ad, not giving the name of the
accountant but only a box number, indicating a willingness to accept
accounting engagements?
No. CE has held this constitutes advertising professional attainments
or services regardless of whether the accountant’s name appears or not.
3. Is it proper for an accounting firm to advertise for personnel?
Yes. An advertisement for staff assistants is not considered an adver
tisement of professional attainments or services, and it may be published
with the name of the accounting firm concerned.

4. What are the restrictions on solicitation of clients?
RPC No. 7 says a member shall not directly or indirectly solicit clients
by circulars or advertisements, nor by personal communication or inter
view, not warranted by existing personal relations, and he shall not
encroach upon the practice of another public accountant.
This seems to mean that a CPA may not properly solicit clients gen
erally, may personally offer his services only when personal relationships
warrant such an approach, and in no event may he solicit a client pres
ently served by another public accountant.
The CE has not yet interpreted the phrase “warranted by existing per
sonal relations.”

5. Is the publication of firm bulletins permissible?
Yes, but they may be distributed only to clients and staff.
Even when distribution is confined to clients, CE does not regard with
favor the distribution of material prepared by commercial publishers on
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which the accountant’s name has been imprinted in such a way as to
indicate that he prepared the material when such is not the case.
6. Is unsolicited publicity about a certified public accountant objec
tionable?
No. Advertising is defined as something which is paid for by the ac
countant concerned. If his activities are regarded as news and they are
publicized without effort on his part, he should not be accused of un
ethical conduct.

7. Are there restrictions on public speaking or writing for publication?
The Institute’s rules contain no such restrictions. Treasury Depart
ment Circular No. 230, however, prohibits the publication of articles or
the delivery of addresses on Federal tax questions by an enrolled person
in connection with which the name of the firm of which he is a member
or otherwise associated or his address is given either by the writer,
speaker, announcer, or publisher.
8. How can a CPA properly make himself well known in his com
munity?
By taking an active part in civic affairs and community organizations
of all kinds, including his professional societies of certified public ac
countants. Publicity arising from public service activities is entirely
legitimate.
9. May a CPA properly engage in politics?
Yes. There is nothing in the Rules of Professional Conduct that denies
a CPA his full rights as a citizen. Many CPAs consider it desirable for
members of their profession to stand for political office, as many lawyers
do. CPAs have served as mayors of their cities, as members of state legis
latures, as members of the Federal Congress, as state auditors, and in
other public offices.
FEES

1. Is it unethical to give an estimate of the cost of a professional
service?
No. A CPA is entitled to give a client an estimate of what he thinks it
will cost — or what he thinks the maximum cost will be — to perform a
specified piece of work.
However, many CPAs refuse to submit “bids” for professional account
ing engagements. An estimate may be considered a bid if it is offered
in competition with other public accountants.
Some state societies of certified public accountants have adopted rules
against competitive bidding. The Institute’s Rule No. 14 says that a
member shall not make a competitive bid for professional engagements
in any state, territory, or the District of Columbia, if such a bid would
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constitute a violation of any rule of the recognized society of certified
public accountants or the official board of accountancy in that state, ter
ritory, or district.
Some businessmen “shop around” in an attempt to obtain professional
accounting services as cheaply as possible. Sometimes a request for an
estimate of the cost of an audit may be in effect a request for a bid, be
cause other firms are being asked for estimates at the same time.
2. Must fees be based wholly on per diem rates?
No. In computing his fee, a CPA is entitled to give consideration to
all related factors — the time and effort required, the novelty and diffi
culty of the questions involved, the skill requisite properly to perform
the engagement, the customary charges by certified public accountants for
similar services, the amounts involved in the transactions to which the
accountant’s work relates, the extent of the benefit to the client resulting
from the accountant’s services, and the character of the employment
whether casual or for an established and constant client.

3. Is there any objection to annual retainers?
No. They are generally considered desirable.

4. Is it proper to undertake an engagement on a contingent-fee basis —
the amount of the fee to depend on the accountant’s findings or the
results thereof?
No. RPC No. 9 says that professional service shall not be rendered or
offered for a fee which shall be contingent upon the findings or results of
such service.
However, the rule states that it does not apply to cases involving Fed
eral, state or other taxes, in which the findings are those of the tax
authorities and not those of the accountant.
Fees to be fixed by courts or other public authorities, which are there
fore of an indeterminate amount at the time when an engagement is
undertaken, are not regarded as contingent fees within the meaning of
this rule.
With respect to Federal income tax matters, Treasury Department Cir
cular No. 230 permits a wholly contingent fee agreement only when the
financial status of the client is such that he would otherwise be unable
to obtain the services of an agent. Partially contingent fee agreements
are permissible where provision is made for the payment of a minimum
fee. Such minimum fee must be paid and retained without regard to the
outcome of the proceedings and must be substantial in relation to the
maximum fee.

5. Is it proper to accept a “forwarding fee” or “referral fee” for work
referred to another accountant?
There is nothing improper in accepting “forwarding fees” so long as
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they are reasonable in amount. A “forwarding fee” should not be so
great as to allow only a small margin of profit to the firm doing the work.
Actually, many certified public accountants will not accept “forwarding
fees,” since they regard it as a favor on the part of the other accountant
involved to have undertaken to perform an engagement at their request.
A “forwarding fee” paid to a nonaccountant would be a commission,
brokerage, or other participation in the fees of professional work, and
consequently would be a violation of Rule No. 3.
6. Is it proper to accept a fee for signing statements or reports prepared
by another accountant?
No. Rule No. 6 states that a member shall not sign a report purporting
to express his opinion as the result of examination of financial statements
unless they have been examined by him, a member or employee of his
firm, or another CPA or foreign accountant of equivalent standing.
The last exception is made in order to permit arrangements to be made
through which certified public accountants in different parts of the
country, or foreign accountants of equivalent standing, may examine
branches or subsidiaries of corporations, and the results of their exam
inations may be consolidated with those of a larger group.
This type of “joint engagement” is fairly common and permits great
savings in traveling expenses.
7. Is it proper for a CPA to split fees with persons not CPAs who may
have helped him to secure engagements?
No. This would be a clear violation of RPC No. 3.
RELATIONS WITH CLIENTS

1. Is it necessary to find out how a prospective client happened to get
in touch with the CPA?
While there is no rule on the subject, it is customary for all professional
men to endeavor to ascertain how a new client or prospective client
learned of them. One purpose is to ascertain whether or not the prospec
tive client is “shopping around” in an effort to obtain professional
services at low cost.
2. What should a CPA learn about a prospective client before agreeing
to do work for him?
It is desirable to ascertain whether or not the prospective client has
been or is being served by other public accountants. If so, it is desirable
to learn the reasons for a change. It is considered good practice, in such
a case, to request the prospective client’s permission to discuss the situa
tion with the former accountants. If such permission is refused, it may
be grounds for suspicion either that the prospective client is not finan
cially responsible, or that he desired the former accountants to do some
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thing which they did not consider ethically proper.
In any event a CPA should satisfy himself that a prospective client is
reputable and responsible and is engaged in a legitimate business; other
wise the CPA may find himself subsequently embarrassed by the asso
ciation.

3. Is it ethical to discuss with a client of another public accountant, at
that client’s invitation, the possibility of rendering accounting services
to that client?
Yes. RPC No. 7 says that a member may furnish service to those who
request it. Obviously, then, he may properly respond to an invitation
to discuss the possibility of furnishing such service. But it is considered
good practice to communicate with the prospective client’s present
public accountant (see 2 on preceding page). In no event should the
CPA solicit the opportunity to initiate such a discussion.

4. Is it ethical to furnish income tax system work or other services to
a client whose accounts are audited by another public accountant?
Yes, if the services are furnished at the client’s request, without solicita
tion. Such arrangements, while not common, have occurred fairly fre
quently.
5. Just what is meant by the “confidential relationship between CPA
and client”?
It means that the certified public accountant should not voluntarily
disclose information about his client which he acquired in the course of
his professional service. RPC No. 16 says “a member shall not violate
the confidential relationship between himself and his client.”
The CE has held in one case that even if a CPA learned through
performance of his professional duties of fraud or other wrongdoing on
the part of his client, he could not properly report the facts to others
without the client’s consent, but should withdraw from the engagement
and write a letter to the client stating the reasons therefor. (In some
situations of this kind there may be legal responsibilities involved, and
the CPA should always consult his attorney as to the proper action in
view of the specific facts of the situation.) Except in some eleven states,
*
communications between certified public accountants and clients are not
“privileged” under the law. Elsewhere the courts may compel a certified
public accountant to disclose information acquired in the course of his
professional service. Even in the eleven states Federal courts may not
sustain the privilege, particularly in matters of Federal taxation.
Certified public accountants should make such disclosures, however,
only under compulsion, and not voluntarily.
* Arizona, Florida, Georgia, Illinois, Iowa, Kentucky, Louisiana, Maryland, Michigan,
New Mexico, and Tennessee, and Puerto Rico.
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6. Does the certified public accountant own his own working papers?
Yes. The Supreme Judicial Court of Massachusetts, in the case of
Ipswich Mills v. Dillon 2 held that the accountant’s working papers are
his property and not even the client can require their surrender. The
laws of nine additional states * have since made similar provision.
However, working papers may be required to be produced in court by
subpoena in the absence of statutory privilege. For his own protection,
it has been suggested that in such cases the accountant should make
photostatic copies of the working papers for his own files.

7. To what extent does the rule against advertising restrict a CPA in
sending information to his clients through the mails?
He is entitled to send his clients anything he wishes, but it is con
sidered poor form for him to send them materials like blotters, calendars,
rulers, and similar materials which might be displayed in the clients’
offices and noticed by other visitors there.
As indicated previously, it is also considered poor taste to send clients
material prepared by commercial publishers which bears the accountant’s
name in such a manner as to indicate that he is the author of such
material.

8. May a CPA accept a commission from a supplier on the sale of
products or services to a client at the recommendation of the CPA?
No. RPC No. 3 says that commissions, brokerage or other participation
in the fees, charges or profits of work recommended or turned over to the
laity as an incident to services for clients shall not be accepted directly
or indirectly by a member.
RELATIONS WITH STAFF

1. Does a CPA have any ethical obligation to his staff employees?
No such obligation is mentioned in the Rules of Professional Conduct.
However, it is traditional in all the professions that the practitioner has
a duty to instruct his staff and to train them in the skills of the profes
sion. Proper consideration for the health, comfort, and happiness of
employees is considered a general obligation of all employers.
2. May a CPA properly offer employment to an accountant in the
employ of another CPA?

RPC No. 8 says that direct or indirect offer of employment shall not
be made by a member to an employee of another public accountant,
without first informing such accountant.
However, a CPA is free to negotiate with any prospective employee
* California, Florida, Kentucky, Missouri, New Hampshire, Oregon, Pennsylvania,
Virginia, and Washington, and Puerto Rico.
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who, of his own initiative, or in response to a public advertisement, shall
apply to that certified public accountant for employment.
Even in such cases it is considered good manners to check with the
present employer of the applicant, with the applicant’s consent.

3. May a CPA employ lawyers, engineers, or other specialists as mem
bers of his staff?
There is no provision in the Rules of Professional Conduct which would
prevent it. However, the bar generally looks with disfavor on the em
ployment of lawyers by laymen if it appears that such lawyers render
legal services to others on behalf of the employer. Presumably a lawyer
employed by a CPA would not be considered entitled to “practice law.”
He would be entitled to perform only such services as his employer was
legally authorized to perform.
Naturally, a CPA employing members of other professions would be
responsible for any violation of the Rules of Professional Conduct of the
accounting profession by the firm as a whole or by any employee thereof.
4. Is it proper to require staff accountants to sign agreements restrict
ing the extent of their practice if they should leave a CPA’s employ?
There is no ethical rule governing this point. There is a difference of
opinion within the profession as to whether or not such agreements are
psychologically helpful. Whether or not they are legally enforceable
probably depends on the facts of each case, and should be the subject
of legal advice.
The committee on professional ethics has taken the position that an
employee is morally bound by any agreement which he enters into volun
tarily with his employer. In any event, a staff accountant, undertaking
practice on his own account, is prohibited by the Rules of Professional
Conduct from the solicitation of clients of other public accountants,
including those of his former employer.
INDEPENDENCE

1. What is the general concept of independence as it applies to public
accounting practice?
RPC do not define independence, but the Council of the American
Institute of Accountants adopted a general statement on the concept in
1947 and which was published in The Journal of Accountancy.3 Boiled
down, the statement says, in effect: “ . . . Independence is traditionally
associated with the CPA’s function of auditing and expressing an opinion
on financial statements, of vital importance to stockholders, creditors,
and others who rely on such statements. ... It has become of great value
to those who rely on financial statements of business enterprises that
they be reviewed by persons skilled in accounting whose judgment is un
colored by any interest in the enterprise, and upon whom the obligation
has been imposed to disclose all material facts.”
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The established rules of conduct require disclosure of all material
facts, and of material departures from generally accepted accounting or
auditing principles applicable in the circumstances. (RPC No. 5) The
rules also prohibit a CPA from having a substantial financial interest in
a company of which he is auditor, if its securities are widely held. Any
such interest in a closely held company of which he is auditor must be
disclosed in his report. (RPC No. 13)
“Rules of conduct,” continued the Council’s statement, “can only deal
with objective standards and cannot assure independence. Independence
is an attitude of mind, much deeper than the surface display of visible
standards. These standards may change or become more exacting but
the quality itself remains unchanged. Independence, both historically
and philosophically, is the foundation of the public accounting profes
sion, and upon its maintenance depends the profession’s strength and its
stature.”
The Securities and Exchange Commission (SEC) has given great em
phasis to the concept of independence, and has adopted a rule on the
subject which has been applied in a number of cases.
Full discussions of the SEC’s view and of the profession’s view are
contained in papers delivered at the Institute’s 63rd Annual Meeting in
1950: “The Concept of Independence in Accounting,” by Donald C.
Cook,4 CPA, Commissioner, SEC; and “Independence from the View
point of the Certified Public Accountant,” by Edward B. Wilcox,5 CPA,
past president of the Institute.
If there is a distinction between the SEC’s view and the profession’s
view of independence, it may, perhaps, be put this way:
The SEC emphasizes the specific relationships between an accountant
and his client which give rise to a presumption of lack of independence —
the SEC will not recognize an accountant as independent if any of the
proscribed relationships exist.
The Institute emphasizes the fact of independence — the state of mind
which the word denotes. It recognizes that an accountant may be inde
pendent in spite of close relationships with his client — or that he may
lack independence in spite of the most correct appearances. The Insti
tute, therefore, has not chosen to prohibit a great variety of relationships
which might conceivably tend to introduce a subconscious bias into the
accountant’s judgment, but rather relies mainly on Rule No. 5 to deter
mine whether independence has actually been impaired or not. If ac
cepted accounting and auditing standards are observed, and all material
facts are fully disclosed, it may be presumed that independence exists.
2. Specifically what relations with the client does the SEC consider to
impair independence?
Because of the differing approaches of the Institute and the SEC to the
question of independence, accountants whose clients must file state-
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ments with SEC, and who therefore become subject to the Commission’s
rules, must be familiar with SEC requirements relating to independence.
SEC Regulation S-X, Rule 2-01 provides that an accountant will not
be considered independent with respect to any client with which he has
the following relationships:
Substantial financial
interest
Promoter
Underwriter

Voting trustee
Director
Officer
Employee

In specific cases, the SEC has held that the following factual situations
tended to impair independence of certifying accountants:
1.
2.
3.
4.
5.

6.
7.
8.

9.
10.
11.

12.
13.
14.
15.

16.
17.

18.
19.

Employee of certifying accountants was controller of registrant.
Accountants consciously falsified facts.
Accountant relied on unverified information furnished by client.
Accountant subordinated his judgment to that of client.
Employee of certifying accountants did much of the bookkeeping for regis
trant.
Private audit report to management differed from report made public.
Client and accountant made substantial personal loans to each other.
Close personal relations existed between accountants and management, plus
various personal services by accountants for management in their individual
capacities (together with other factors).
Accountant was officer of, and was intimately associated with, a large holding
company system, of which registrant was only a segment.
Accountant permitted his name to be used for an account through which
officers of client traded in client’s stock.
Accountants engaged treasurer and bookkeeper of registrant to do detailed
auditing work.
Accountants failed to make sufficient investigation of intercorporate trans
actions.
Partner of accounting firm actively participated in promotion of registrant.
Agreement between client and accountant indemnified accountant against
liability.
Accounting firm acted as custodian of securities of registered investment
company.
Accountant maintained open account, represented by cash and securities with
registered broker dealer, financial statements of which accountant certified.
Partners of accounting firm were also partners of a law firm passing on legal
ity of securities being issued by registrant.
Accountant posted to general ledger entries covering a month’s transactions
and made all closing entries.
Accountant served as salesman for securities dealer, not a client, but audited
accounts of other registered securities dealers.

These examples do not cover all, or even a majority, of the actual
rulings on independence by the SEC, but they do indicate the principal
relationships which have been held to impair independence. The ques
tions arising most frequently involve financial interest and employment
of accountants in other capacities as well as that of auditor.
3. What relationships does the Institute regard as impairing indepen63

dence?
The Institute has specifically considered only a few of the relationships
with which the SEC has found it necessary to deal.
The Institute’s views on these relationships may be summarized as
follows:
Substantial Financial Interest

1. RPC No. 13 provides that a member shall not express his opinion on finan
cial statements of any enterprise financed in whole or in part by public dis
tribution of securities, if he owns or is committed to acquire a financial
interest in the enterprise which is substantial either in relation to its capital
or to his own personal fortune, or if a member of his immediate family owns
or is committed to acquire a substantial interest in the enterprise.

2. If the client is not financed by public distribution of securities, but the finan
cial statements on which the member expresses his opinion are to be used as
a basis of credit, the rule provides that the member shall disclose in his
report any such financial interest as described previously.
Service as Director and Auditor

1. RPC are silent on this point, but CE has ruled on numerous occasions that
it is unwise for an independent auditor to serve as member of the Board of
Directors of a corporate client, and that if he does, the relationship should
be disclosed. The New York State Society of Certified Public Accountants has
a rule requiring disclosure of such a relationship.
2. It has been contended that a permissible exception may be in the case of
charitable or other nonprofit organizations, but even here it must be recog
nized that the accountant who serves both as auditor and director assumes
additional responsibility.
Bookkeeping Service and Auditing

1. The question has often been raised whether an accountant can appropriately
express an opinion on financial statements when he has participated in keep
ing the client’s books. SEC would probably hold that the accountant could
not be regarded as independent in these circumstances. However, it can be
strongly argued that the accountant’s independence is not necessarily impaired
by his participation in the bookkeeping.

2. This question was considered at length by the committees on auditing pro
cedure and professional ethics of the American Institute of Accountants.
The conclusion is stated in the report of the committee on auditing procedure
to the Council of the Institute dated October 6, 1951 as follows: “Both
committees were in agreement that if an accountant is in fact independent,
and if he has performed all the auditing procedures necessary to supplement
the information obtained through keeping the books, he should be entitled
to express any opinion he may have formed. However, there was some uncer
tainty as to whether the two committees were in agreement regarding whether
the accountant should disclose in his report the fact that he kept the books.
After further consideration, the committees have agreed that this is a question
which should be left to the judgment of the accountant in the light of the
facts of each case. The committees believe that disclosure of the fact that he
has kept the books is not usually necessary.”
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Financial Relations with Personnel of Client Companies

1. The Council of the American Institute of Accountants, sitting as a trial board
in 1941, expressed the view that all public accountants should avoid any
financial relationship with officers or employees of client corporations, in the
form of borrowing or lending, or participation in the profits of investments,
or in any similar manner.

4. May a CPA serve two or more clients whose interests conflict with
out impairing his independence?

It is an accepted precept in the legal profession that a lawyer generally
should not serve two clients whose interests conflict, and by analogy it is
often assumed that certified public accountants may not properly do so
either. The analogy, however, is believed to be unsound. Lawyers act as
advocates, and a single lawyer could obviously not be the advocate for
two opposing views. The fact that a CPA is independent permits him
without impropriety to serve two or more clients whose interests may be
in conflict. However, there may be circumstances in which the relation
ships should be disclosed to all concerned in order that there may be no
misunderstanding.
This question was raised before the Council of the Institute in May
1944 with particular reference to situations in which CPAs had been
called upon by governmental agencies to undertake examinations of the
accounts of corporations for which the accountants had been acting as
regular auditors.
The Council adopted the following resolution:
“Whereas, independent public accountants have been called upon by gov
ernmental agencies and others to undertake on their behalf examinations of
the accountants of corporations for whom the accountants have been acting as
regular auditors; and
“Whereas, questions have been raised as to the propriety of selecting for
such examinations the public accountants who are the regular auditors of such
corporations because of the possibility of a conflict of interests; and,
“Whereas, independence of viewpoint is one of the essential qualifications
of the public accounting profession, in that reports made by auditors for their
clients are quite generally intended to be used, and are used, by third parties,
such as, creditors, stockholders, directors, and others whose interests are
frequently diverse;
“Be it resolved that it is the opinion of Council of the American Institute
of Accountants, assembled at its regular semiannual meeting on May 9, 1944:
That an independent public accountant may properly undertake accounting
or auditing engagements for or on behalf of government agencies or other
third parties involving the accounts of a regular client, provided his relation
ship to the various parties interested is fully disclosed.”
RESPONSIBILITIES OF INDEPENDENT AUDITOR

1. What are the ethical responsibilities of a CPA in the capacity of
independent auditor in expressing an opinion on (“certifying”) financial
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statements?

These responsibilities are set forth specifically in RPC No. 5:
“In expressing an opinion on representations in financial statements which
he has examined, a member may be held guilty of an act discreditable to the
profession if
(a) he fails to disclose a material fact known to him which is not disclosed
in the financial statements but disclosure of which is necessary to make the
financial statements not misleading; or
(b) he fails to report any material misstatement known to him to appear
in the financial statements; or
(c) he is materially negligent in the conduct of his examination or in
making his report thereon; or
(d) he fails to acquire sufficient information to warrant expression of an
opinion, or his exceptions are sufficiently material to negative the expres
sion of an opinion; or
(e) he fails to direct attention to any material departure from generally
accepted accounting principles or to disclose any omission of generally
accepted auditing procedures applicable in the circumstances.”

Subparagraphs (a) and (b) require no comment.
Subparagraph (c) refers not to what the auditor does, but how he does
it. If he is careless or thoughtless in planning or conducting his examina
tion, if he relies on assistants whose competence is questionable, if he
fails to exercise due professional care in the performance of his work, he
may be held to have violated subparagraph (e).
The standards of adequacy in the conduct of an audit are outlined
generally in Tentative Statement of Auditing Standards — Their Gen
erally Accepted Significance and Scope, issued by the American Institute
committee on auditing procedure in 1947, approved by the membership
of the Institute in September 1948.
Subparagraph (d) covers two points. First, an auditor may be held
in violation of the rule if he expresses an opinion on financial statements
without having acquired sufficient information to warrant such expres
sion of an opinion. In other words, he may not properly express an
opinion unless the scope of his examination has been as extensive as he
considers necessary to acquire sufficient information to warrant an
opinion. Second, if the auditor’s exceptions in his opinion relate to items
in the financial statements which are so material in relation to financial
position or results of operations that, with those items excluded, the
opinion on the financial statements as a whole have little value, the rule
may be held to have been violated. In other words, the auditor’s excep
tions may be considered such as to “negative the opinion.”
Subparagraph (e) requires the auditor to disclose any material de
parture from generally accepted accounting principles or generally ac
cepted auditing procedures.
Generally accepted accounting principles are not easy to define. They
are usually considered to be embodied in the following sources:
1. Accounting research bulletins issued by the committee on accounting pro-
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cedure of the American Institute of Accountants.
2. Accounting releases of the SEC.
3. Accounting opinions issued by the American Accounting Association in for
mal statements and monographs.
4. Authoritative literature of the accounting profession — books and articles in
periodicals.
5. Proceedings of meetings of the American Institute of Accountants and other
accounting societies.
6. The practices of corporations whose reports are published, as reflected, for
example, in the analysis “Accounting Trends and Techniques in Published
Corporate Reports” published annually by the American Institute of Ac
countants.

Generally accepted auditing procedures are summarized in the pamph
let entitled Codification of Statements on Auditing Procedure issued
by the American Institute of Accountants in 1951. This pamphlet sum
marizes earlier pronouncements by the Institute’s committee on auditing
procedure and refers to the source material.
Authoritative textbooks and articles in accounting journals, as well as
papers presented at meetings of the accounting societies, may also be
accepted as sources of information on generally accepted auditing pro
cedures.
2...What are the ethical responsibilities of a certified public accountant
in permitting his name to be associated with financial statements on which
he does not express an opinion?
This point is not covered in the Rules of Professional Conduct. It is
the subject, however, of Statement on Auditing Procedure No. 23, issued
by the committee on auditing procedure of the American Institute of
Accountants and approved by the membership of the American Institute
of Accountants at its annual meeting in 1949. The essential passages are
as follows:
“The independent certified public accountant should not express the opin
ion that financial statements present fairly the position of the company and
the results of its operations, in conformity with generally accepted accounting
principles, when his exceptions are such as to negative the opinion, or when
the examination has been less in scope than he considers necessary to express
an opinion on the statements taken as a whole. In such circumstances, the
independent certified public accountant should state that he is not in a
position to express an opinion on the financial statements taken as a whole
and should indicate clearly his reasons therefor. To the extent the scope of
his examination and the findings thereof justify, he may also comment further
as to compliance of the statements with generally accepted accounting
principles in respects other than those which require the denial of an opinion
on the over-all fairness of the financial statements. The purpose of these
assertions by the accountant is to indicate clearly the degree of responsibility
he is taking.
Whenever the accountant permits his name to be associated with financial
statements, he should determine whether in the particular circumstances, it
is proper for him to (1) express an unqualified opinion, or (2) express a
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qualified opinion, or (3) disclaim an opinion on the statements taken as a
whole. Thus, when an unqualified opinion cannot be expressed, the ac
countant must weigh the qualifications or exceptions to determine their
significance. If they are not such as to negative the opinion, a properly
qualified opinion would be satisfactory; if they are such as to negative an
opinion on the statements taken as a whole he should clearly disclaim such
an opinion. His conclusions in this respect should be stated in writing either
in an informal manner, as in a letter of transmittal bound with the financial
statements, or in the more conventional short-form or long-form report. How
ever, when financial statements prepared without audit are presented on the
accountant’s stationery without comment by the accountant, a warning, such
as Prepared from the Books Without Audit, appearing prominently on each
page of the financial statements is considered sufficient.
It is not contemplated that the disclaimer of an opinion should assume a
standardized form. Any expression which clearly states that an opinion has
been withheld and gives the reasons why would be suitable for this purpose.
However, it is not considered sufficient to state merely that certain auditing
procedures were omitted, or that certain departures from generally accepted
accounting principles were noted, without explaining their effect upon the
accountant’s opinion regarding the statements taken as a whole. It is incum
bent upon the accountant, not upon the reader of his report, to evaluate
these matters as they affect the significance of his examination and the fair
ness of the financial statements.”

The substance of Statement on Auditing Procedure No. 23 is incor
porated in the previously mentioned booklet Codification of Statements
on Auditing Procedure.
3. May a CPA sign a forecast of financial results?
RPC No. 12 states that a member shall not permit his name to be used
in conjunction with an estimate of earnings contingent upon future trans
actions in a manner which may lead to the belief that the member
vouches for the accuracy of the forecast.

4. May a CPA properly sign an audit report individually on behalf of
the firm of which he is a partner? Does it make any difference if he is in
partnership with an uncertified accountant?
The CE has expressed the opinion that it is not in itself necessarily
improper for a partner of a firm who is a certified public accountant to
sign reports with the firm name and below it affix his own signature with
the designation “certified public accountant” — even if other partners of
the firm are not certified public accountants. However, any practice
which might lead the reader to believe that the firm was entirely com
posed of CPAs, when such was not the case, would be grounds for
criticism.
5. Is a CPA required to know the accounting rules of government
agencies insofar as they apply to his client’s accounts?
A report issued on behalf of the Council of the American Institute of
Accountants states that an accountant undertaking an examination is
charged with the responsibility of familiarizing himself with accounting
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or auditing requirements of government agencies empowered to pre
scribe rules on accounting or auditing to which the client is subject. If
the accountant fails to familiarize himself with such requirements, or if
he finds that these requirements have not been fairly met in the financial
statements and he issues a report in which he fails to state the fact, and
to take a clear exception, he may properly be subject to discipline under
the provisions of the Institute’s by-laws, just as fully as if the statements
failed to conform to accepted accounting principles.
COMBINING OTHER OCCUPATIONS WITH PUBLIC ACCOUNTING

1. May a CPA properly engage in the part-time practice of public
accounting while employed on a salary by a business enterprise?
Yes. There is nothing in the Rules of Professional Conduct to prevent
part-time practice of public accounting. It is hardly necessary to state,
of course, that the CPA in this position should not undertake to conduct
an “independent” audit of the enterprise by which he is employed.

2. May a CPA combine the practice of accounting with the practice of
law or engineering if he is also licensed or qualified to practice the other
profession?
There is nothing in the RPC to prevent such a combination of practice.
The committee on professional ethics of the New York County Lawyers
Association has held that lawyers who are also CPAs may practice both
professions in the same office. However, the corresponding committee of
the American Bar Association had issued an earlier ruling which might
be construed to the contrary.
3. Are there any occupations in which a CPA may not properly engage
simultaneously with the practice of public accounting?
Yes. RPC No. 4 says that a member of the Institute shall not engage
in any business or occupation conjointly with that of a public accountant
which is incompatible or inconsistent therewith. Any occupation which
casts doubt on the independence of the CPA as an auditor would prob
ably be held to be incompatible.
The CE has held that it would be inconsistent with standards of inde
pendence and not in the best interests of the profession for a CPA in
public practice to be simultaneously a limited partner of a brokerage
firm engaged in the purchase and sale of securities and commodities to
the public on a commission basis.
CE has also held that a CPA in practice should not, at the same time,
be an investment dealer or securities salesman.

4. May a CPA own and operate a bookkeeping service company inde
pendently of his public accounting practice?
RPC contains nothing which would prevent the simultaneous conduct
of a public accounting practice and the operation of a bookkeeping serv69

ice company, but Rule No. 15 provides that a member engaged in an
occupation in which he renders services of a type commonly rendered
by public accountants, must observe the by-laws and Rules of Professional
Conduct of the Institute in the conduct of that occupation.
This means that the bookkeeping service company owned and operated
by the CPA could not engage in advertising or solicitation, or otherwise
be conducted in a manner inconsistent with the Institute’s Rules of Pro
fessional Conduct.

5. May a CPA own or manage or teach in a private profit-making ac
counting or business school while also engaged in the practice of public
accounting?
Yes, so long as the school conducts its operations and solicits its pro
spective students and advertises its courses by methods which are not
discreditable to the accounting profession.
Association with a school or any other enterprise which is conducted
in a manner likely to reflect discredit on the certified public accountant
associated with it may be held to render him susceptible to charges of
conduct discreditable to the profession.
GENERAL ETHICAL REQUIREMENTS

1. Are there any general ethical responsibilities imposed on the CPA
not specified in the rules of conduct or brought out in the foregoing
Questions?
The by-laws of the Institute provide that a member may be admon
ished, suspended, or expelled if found guilty of “an act discreditable to
the profession.” While the Rules of Professional Conduct and the rulings
of the committee on professional ethics enumerate many prohibited acts,
they are not intended to be all-inclusive, and a member is under obliga
tion to exercise his judgment and his conscience in doubtful areas not
covered by the rules.
It may be safely assumed that any violation of the moral standards of
the community would be considered as conduct discreditable to the
accounting profession. In other words, a member of the accounting pro
fession is expected not only to conform with the specific rules of conduct
applicable to his profession, but also to conform with the standards of
good citizenship generally accepted in his community.
The by-laws of the Institute specifically provide for the expulsion or
suspension of a member who refuses or neglects to give effect to any
decision of the Institute or of the Council, who is declared by a court of
competent jurisdiction to have committed any fraud, or whose certificate
as a CPA has been revoked or withdrawn.
Appendixes

Selected opinions of the committee on professional ethics are given
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in Appendix A, and excerpts of the Institute by-laws and the full Rules
of Professional Conduct of the American Institute of Accountants are re
printed here as Appendix B to this chapter. A selected bibliography is
given in Appendix C.
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Appendix A
SELECTED OPINIONS OF THE COMMITTEE ON PROFESSIONAL ETHICS

The following opinions of the committee on professional ethics were
given in response to questions received. They have been classified under
the principal rule of professional conduct which is applicable. These
opinions were selected on the basis of their representing typical or com
mon inquiries and because the answers may be helpful in interpreting
the various rules:
Rule 1

1. Is it possible for a certified public accountant to become a member
of a firm of public accountants, all members of which are noncertified,
and at the same time retain for himself only, a practice on his own
account?
There would be no violation of the Institute Rules of Professional Con
duct in such a procedure. However, clients and others interested should
be advised as to the dual position of the certified public accountant, to
prevent any misunderstanding or misrepresentation.
2. Another member of the Institute and myself would like to form two
partnerships, one in his city and one in mine. The firm in his city will be
John Doe and Company, and the letterhead will contain my name in
small print at the side. The firm in my city will be called Thomas Brown
and Company, with his name in small print at the side. Due to our being
at extreme ends of the state, we do not think one partnership would
accomplish our purpose. Would this be a violation of the Rules of Pro
fessional Conduct?

There is nothing in the Institute’s by-laws or Rules of Professional
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Conduct to prohibit the formation of the two proposed partnerships.
The suggestion has been made that it might be desirable to have both
names used in the partnership title, and designate the partnership in the
city where John Doe resides as “Doe and Brown” and the partnership
in the city where you live as “Brown and Doe.” Both partnerships
should, of course, conform to the Institute’s by-laws and Rules of Pro
fessional Conduct.

3. Is it proper for an accounting firm to show on its letterhead the
cities in which are located firms with which correspondent relations exist,
if such relationship is clearly indicated?

There is no objection to the procedure of showing on your letterhead
cities in which correspondent relations exist, provided such relationship
is indicated clearly.
4. We are an accounting firm composed of two partners, both CPAs.
We contemplate organizing a new partnership composed of both partners
and one staff member, to conduct business surveys and systems work,
while at the same time continuing our public accounting firm. Would
such a procedure be in violation of the Rules of Professional Conduct,
providing the new firm were not at any time designated as certified
public accountants, and would there be any objection to incorporating
the new company? The business will occupy separate quarters from those
of the public accounting firm, and will use a firm name of “Business
Surveys and Systems.”

There is nothing in the Rules of Professional Conduct to prevent a
member from forming a partnership with noncertified public account
ants to carry out accounting and system work. It is very important that
such a partnership comply with Rule 15 of the Rules of Professional Con
duct which provides that “A member of the American Institute of Ac
countants engaged in an occupation in which he renders services of a
type commonly rendered by public accountants, must observe the by-laws
and rules of professional conduct of the Institute in the conduct of that
occupation.” Special attention is called to Rules 1, 10, and 11, which
would have to be strictly complied with. The use of an impersonal name
for a partnership was dealt with by the committee several years ago in
the following memorandum:
“The purpose of this memorandum is to indicate the principles that should
be observed by certified public accountants in partnership in choosing a firm
name and style for the partnership.
The name of a firm of practicing accountants should denote a personal
association. Such a firm should not adopt for its name any nonpersonal or
misleading title. A corporate form of name would not be appropriate as the
name of a firm of professional accountants.
Inclusion in the firm name of the name of a former partner or former
partners has been held by the council of the American Institute of Account
ants to be entirely appropriate.”
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5. Would there be any violation of the Rules of Professional Conduct
of the Institute if a member became a limited partner of his present firm?

It might be possible to work out such an arrangement legally, but the
public could hardly be expected to inquire into the details of every
partnership arrangement to determine the relative liability of the indi
vidual partners with respect to the certificates issued by the firm. It
would be better for the partner to sever his connections with the firm
and make some arrangement to render consulting services on a fee basis.
Rule 2

The city of which I am a resident is planning to have an audit made
of its accounts. A few accounting firms have been approached, but no
single firm in the state has the necessary staff to properly audit the books.
Most of the citizens of the city want an audit, but funds are not available
to have a complete audit made. From a professional standpoint, would it
be proper for several firms to submit a joint proposal to audit the ac
counts during the slack season at lower rates than the prevailing rates?
There seems to be no reason why the plan suggested would not be a
proper one. There is nothing in the rules of conduct of the Institute to
prevent any member from working for nothing if he pleases, nor is there
anything to prevent the collaboration of several firms of accountants in
performing a single engagement. Care should be taken to avoid violation
of Rules 2 and 6, however.
Rule 3

I have been approached by a salesman of a bookkeeping service, not
an accountant, to act as his professional adviser when technical problems
arise. This person will make all contacts to complete sales, and will call
me in to assist his customer in starting with the system. He will no doubt
inform his prospective customers that he has a CPA assisting him and
available for special problems. This party would be another client to me.
I would have no investment in the business nor would I be considered a
partner. My fee might be based on a percentage of gross income or might
be based on an hourly rate. Would this sort of arrangement violate any
of the Rules of Professional Conduct?

The arrangement proposed might place you in the position of having
the bookkeeping service indirectly solicit business for you, and might
therefore be a violation of the Rules of Professional Conduct. Your atten
tion is directed to Rules 3, 7, and 15.
Rule 4

1. I am a practicing public accountant and have been approached by
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a large insurance company with a proposition that I act as broker in
handling industrial and commercial loans. This work is not with clients.
However, it is possible that some of my clients would be interested in
obtaining funds of this kind. Would such an arrangement be incom
patible with the practice of public accounting?

Under the Rules of Professional Conduct of the Institute, you cannot
act as a broker and an independent accountant at the same time. To do
so would place you in violation of Rules 4 and 15.
2. I specialize in motor carrier accounting and have many contacts in
that industry. A broker handling the purchase and sale of motor carrier
operating rights desires to rent space in my office and work with me
either on a partnership or fee basis. Mail and periodical advertising will
be necessary. I will be remunerated on a fee basis for time and advice
necessary to complete transactions, based upon a percentage on all com
pleted transactions. A trade name will be used. Would such an arrange
ment be permitted under the Rules of Professional Conduct of the In
stitute?
The arrangement described would result in violation of Rules 4, 10,
and 15.

3. Is it proper for an accounting firm listing itself in the telephone
directory and practicing as ‘‘Certified Public Accountants” to own and
operate an “Industrial Engineering Department” and as such to render
industrial engineering services to the clients of other certified public
accountants not owning and operating a like industrial engineering
department? Is the practicing of industrial engineering simultaneously
with the practice of public accounting under the same name and within
the same office contrary to Rule 4 of the Institute Rules of Professional
Conduct? In consideration of the fact that the state has established a
State Board of Registration for Professional Engineers, which requires
the licensing of all engineers engaged in public practice within the state,
can it therefore be interpreted that the owning and operating of an indus
trial engineering department is compatible and consistent with the
practice of public accounting?

An engineering or systems department in an accounting firm is not an
activity that is incompatible with public accounting. Such departments
in an accounting firm represented in the Institute must, under Rule 15
of the Rules of Professional Conduct, observe the by-laws and rules of
conduct. Rules 7 and 10, concerning solicitation and advertising, would
have to be strictly adhered to.
Rule 6

Would a member of the Institute violate professional ethics by accept
ing a mailing service for the confirmation of accounts receivable and
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accounts payable? The service would be to mail requests for confirmations
for accounting firms. The returned confirmations would be removed
from the envelopes and returned to the public accounting firm.
A member of the Institute would be in violation of Rule 6 if he sub
scribed to such a service, in that he would be relying for an important
and essential feature of his examination upon the work of another upon
whom he had no right to rely. Another objection to such a plan would
be that information relative to the client’s affairs would be disclosed to
a third party without the client’s knowledge or consent, in violation of
Rule 16.
Rule 7

1. I am now employed as a staff accountant with a firm of certified
public accountants, and am contemplating entering public practice under
my own name. Would there be any violation of the rules of conduct if I
sent announcements to clients of the firm by which I am now employed,
such clients having indicated that they would like me to continue to do
their work, as well as to personal friends and acquaintances?

Announcements may be sent to personal friends and acquaintances,
but the sending of such a card to clients of a former employer would be
a violation of Rule 7 of the Rules of Professional Conduct.
2. For eight years we have had a refinery and its subsidiaries as a client.
Due to a reorganization several years ago, the controlling stock interest
of the client-company was acquired by an oil company in another state,
and this last year the oil company was acquired by another company.
The company which has acquired the refinery and oil company is the
client of one of the large national accounting firms. Would it be con
trary to the rules of conduct of the Institute for my firm to write to the
petroleum company and possibly to the accounting firm, in an effort to
retain this client?
There would be no violation of the rules of conduct of the Institute
involved if you should communicate with the petroleum company and
the accounting firm in an effort to retain your client.

3. Several civic luncheon clubs make a practice of having one member
sponsor each weekly meeting. Premeeting announcements are usually
mimeographed on the letterhead of the firm of the sponsor and mailed
in his firm’s envelopes. Although occasionally remarks are made about
the member in question, these are not in the nature of advertising for
his firm. Would it be a violation of the Rules of Professional Conduct for
a firm of CPAs to allow its letterheads and envelopes to be used in this
manner?

There is no objection to the practice of sending occasional announce
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ments of weekly meetings by a service club on firm stationery.

4. Would widespread distribution of a book outlining the history and
accomplishments of an accounting firm by the firm in question be con
sidered a violation of the Rules of Professional Conduct?
Inasmuch as distribution of the book in question was limited to one
each for all of the officers and directors of the corporations audited by
the accounting firm, all members of partnerships audited by them, indi
vidual bankers who were personal acquaintances, lawyers with whom
partners of the accounting firm were acquainted or had worked with on
accounting engagements, and to personal friends of the partners, the
committee believes that the method used in distribution of the book was
proper.
5. Would the following procedure be considered an ethical practice
under the Institute by-laws and Rules of Professional Conduct:?
A trade association has requested several accountants to join with the associa
tion in distributing profit-and-loss percentages to all of its members. These
percentages would be taken from the reports of the accountants’ clients and
mailed to every member of the industry by the association, indicating that the
figures are submitted through the courtesy of ‘‘John Jones, Robert Brown,
and so forth, CPAs." The information would go to members of the association
whose accountants are not in this special group.

There would be no violation of the rules of conduct in the proposed
procedure, provided the accounting firms involved have permission from
their own clients to compile and distribute the figures in question. It
might be more appropriate to indicate that the information is submitted
with the permission of the clients of the certified public accountants,
rather than through the courtesy of the CPAs.
Rule 9

I have been approached by an attorney to perform some accounting
services in connection with a trade-mark infringement damage suit. A
fee based on a percentage of the damages collected is proposed. Does
this violate Rule 9 of the Rules of Professional Conduct?
The suggested fee arrangement based on a percentage of the damages
collected, for accounting services performed in connection with a trade
mark infringement damage suit, would be a violation of Rule 9 of the
Rules of Professional Conduct. Such an arrangement would not appear to
fall within the exception covered by the last sentence of Rule 9.
Rule 10

1. I have recently moved to another building and the management has
suggested that I attach a bronze plaque to the outside wall of the build
ing, containing my name, title, and room number. Would this violate
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any of the rules of conduct?

There would be no objection to the plaque proposed, so long as it is
modest in size and not in such a form as to be considered advertising.

2. The local radio station last night broadcast a lengthy advertisement
concerning a new tax book written by a member of the Institute. Do the
Rules of Professional Conduct allow radio campaigns of this type?
Advertisement of a book written by a member of the Institute has not
been held to be a violation of the Rules of Professional Conduct of the
Institute. The rules prohibit advertisement of the professional attain
ments or services of a member. If a member is the author of a book,
however, the advertising is done by his publishers, not by himself, and
there seems nothing improper in reference to the author’s professional
qualifications.

3. Would there be any violation of the Rules of Professional Conduct
if I supplied to the local bar association, which is conducting a course of
tax education, a master tax guide bearing my name as a practicing certi
fied public accountant on the cover?

Distribution of such a pamphlet among lawyers with whom you had
no personal acquaintance would be regarded as advertising within the
meaning of Rule 10. In the circumstances you describe, the material
could be provided without your name imprinted on the cover, without
any disadvantage to those who would make use of it.
4. Would there be any impropriety in a member having his name and
the words “Certified Public Accountant” or “Public Accountant” im
printed on his checks?

There is no objection to the use of either designation on checks by
practicing accountants inasmuch as they go only to persons with whom
the accountant has had some business relationship.
5. Is there any violation of the Rules of Professional Conduct if a
member frequently advertises in the daily press for staff personnel?
Such advertisements are not a violation of Rule 10 of the Rules of
Professional Conduct. This rule does not cover advertisements for per
sonnel, but specifically refers to advertisements of “professional attain
ments, or services.’’
Rule 10(b)

Would it be permissible to list in small type in future issues of the
classified telephone directory the names of the certified public accountants
on our staff, with the firm name and business address?

To list in a classified telephone directory in addition to the name and
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address of the firm, the names of the certified employees followed by the
firm name and address, would be contrary to Rule 10. Presumably the
firm would pay for the supplemental listings. The repetition of the firm
name, even if scattered throughout the list, would constitute display with
the effect of advertising.
Rule 13

1. A and B are partners in the practice of public accounting. An enter
prise in which A has a 19 per cent interest will require an examination in
the hear future, such report to be furnished to banks, credit agencies, and
vendors. Can B make an examination (without using the partnership
personnel or facilities) of this enterprise in which A has an interest and
render an independent opinion without disclosure of B’s affiliation with
A in a public accounting practice?
In the opinion of the committee, accountant B could not make an
examination of an enterprise in which his partner A has a 19 per cent
interest, and be in a position to render an independent opinion, without
disclosure of B’s affiliation with A as partners in public accounting prac
tice. If the enterprise is financed through the public distribution of
securities, B as a partner of A might be precluded from furnishing an
opinion on the financial statements under the provisions of Rule 13 of
the Rules of Professional Conduct.

2. We have been engaged to audit a partnership, one of the members
of which is a brother-in-law of one of the partners of our accounting firm.
In addition, the client’s office manager is a brother of this partner in our
accounting firm. Should disclosure of this relationship be made in our
report? We also are to audit a corporation in which this brother-in-law
is a minority stockholder.
In the light of the obvious purpose of Rule 13 of the Rules of Pro
fessional Conduct of the Institute, it would be most desirable for you
to disclose the relationships mentioned in your reports on the audits of
the enterprises concerned. A simple statement in your report to the
effect that Mr. X, partner of your firm, is related to the individuals who
occupy important positions or hold stock, as the case may be, in the
clients concerned should be sufficient.

3. Another member of the Institute and I propose to form a partner
ship for the practice of public accounting. Both of us are members of
the Institute. My proposed partner is and will remain controller of a
client of mine. It will be distinctly agreed that this client will be serviced
from my office in another state and that my partner will have no interest
directly or indirectly in the services rendered by me to the client, its
subsidiaries, or related interests, or to any employees or stockholders of
said client, its subsidiaries, or related organizations. Before entering into
such a partnership, I should like to get your opinion as to whether such
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a relationship would be contrary or may be considered improper under
the Rules of Professional Conduct.
You would be wise to avoid the arrangement through which you would
enter into a partnership with another member of the Institute while such
member was serving as controller of a client-company, unless you were
willing to give up the audit of the client-company.
Rule 16

Is the purchaser of an entire practice or certain accounts of the seller
practitioner entitled to receive working papers, copies of income tax
returns, correspondence, and so forth, pertaining to the accounts being
sold? Is it possible to transfer such vital data without violating the con
fidential relationship of the practitioner and his clients?
In no event has the practitioner who sells an accounting practice the
right to transfer working papers, and so forth, of a client without first
obtaining his permission to do so.

Appendix B
INSTITUTE BY-LAWS AND RULES

The following are excerpts from the Institute’s by-law provisions con
cerning discipline:
Article V, Sections 4 and 5

Section 4. A member renders himself liable to expulsion or suspension
by the trial board if
a. he refuses or neglects to give effect to any decision of the Institute or of the
council, or
b. he infringes any of these by-laws or any of the Rules of Professional Conduct
as approved by the council of the Institute, or
c. he is declared by a court of competent jurisdiction to have committed any
fraud, or
d. he is held by the trial board to have been guilty of an act discreditable to the
profession, or
e. he is declared by any competent court to be insane or otherwise incompetent,
or
f. his certificate as a certified public accountant is revoked or withdrawn by the
authority of any state, territory, or territorial possession of the United States
or of the District of Columbia, or
g. his certificate as a certified public accountant shall have been revoked or
withdrawn by the authority of any state, territory, or territorial possession of
the United States or of the District of Columbia and such revocation or with
drawal remains in effect.
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Section 5. A member shall be expelled if the trial board finds by a
majority vote of the members present and entitled to vote that he has
been convicted of a felony or other crime or misdemeanor involving
moral turpitude. If in such case the conviction shall be reversed by a
higher court, such member may request reinstatement and such request
shall be referred to the committee on professional ethics which, after
investigating all related circumstances, shall report the matter to the trial
board, with the committee’s recommendation, whereupon the trial board
may, by a majority vote of the members present and entitled to vote,
reinstate said member.
Article VI, Sections 1, 2, 3, 4
Trials and Penalties

Section 1. Any complaint preferred against a member under Section 4
of Article V shall be submitted to the committee on professional ethics.
If, upon consideration of a complaint, it appears to the committee that a
prima facie case is established showing a violation of any by-law or rule
of conduct of the Institute or conduct discreditable to a public account
ant, the committee on professional ethics shall report the matter to the
executive committee, wnich shall summon the member involved thereby
to appear in answer at the next meeting of the trial board.
Section 2. If the committee on professional ethics shall dismiss any
complaint preferred against a member, or shall fail to act thereon within
ninety days after such complaint is presented to it in writing, the member
preferring the complaint may present the complaint in writing to the
trial board.
The trial board shall make such investigation of the matter as it may
deem necessary and shall either dismiss the complaint or refer it to the
executive committee, which shall summon the member involved thereby
to appear in answer at the next meeting of the trial board.
Section 3. For the purposes of adjudicating charges against members
of the Institute as provided in the foregoing sections, the executive
committee shall instruct the secretary to send due notice to the parties
concerned at least thirty days prior to the proposed session. After hear
ing the evidence presented by the committee on professional ethics or
other complainant and by the defense, the trial board by a majority
vote of the members present and voting may admonish or suspend
for a period of not more than two years the member against whom
complaint is made, or by a two-thirds vote of the members present and
voting may expel the member against whom complaint is made. The
trial board shall decide, by majority vote of the members present and
voting, whether the statement to be published shall disclose the name of
the member involved. A statement of the case and the decision of the
trial board thereon shall be prepared by a member or members of the
trial board, under a procedure to be established by it, and the statement

80

and decision as released by the trial board shall be published in The CPA.
Section 4. At any time after the publication in The CPA of a state
ment of the case and decision, the trial board may, by a two-thirds vote
of the members present and voting, recall, rescind, or modify such
expulsion or suspension, a statement of such action to be published in
The CPA.
Article IX, Sections 2(a) and (c)

Section 2. a. The council shall elect from its present and former
members a trial board of twenty-one members to be first created by elect
ing seven members for a term of one year, seven members for a term of
two years and seven members for a term of three years. Thereafter, be
ginning with the second year of the trial board’s existence seven new
members shall be elected each year to serve for a term of three years.
Vacancies shall be filled by the council for the unexpired term. No
member of the committee on professional ethics shall be a member of the
trial board. A quorum shall consist of fifteen members.
c. The committee on professional ethics shall be elected by the council
and shall consist of five members of the council not members of the ex
ecutive committee.
Article X, Section 3

Section 3. The committee on professional ethics shall perform the
duties set forth in Section 1 of Article VI and may advise anyone applying
to it as to whether or not a submitted action or state of facts warrants a
complaint against a member of the Institute, provided, however, that if
the committee finds itself unable to express an opinion, such inability
shall not be construed as an endorsement of the action or state of facts.

Rules of Professional Conduct
American Institute of Accountants
As Revised December 19, 1950

(These rules of conduct supplement the disciplinary clauses of the By-Laws.)

1. A firm or partnership, all the individual members of which are
members of the Institute, may describe itself as “Members of the American
Institute of Accountants,” but a firm or partnership, not all the indi
vidual members of which are members of the Institute, or an individual
practicing under a style denoting a partnership when in fact there be no
partner or partners, or a corporation, or an individual or individuals
practicing under a style denoting a corporate organization shall not use
the designation “Members of the American Institute of Accountants.”
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2. A member shall not allow any person to practice in his name who
is not in partnership with him or in his employ.
3. Commissions, brokerage, or other participation in the fees or profits
of professional work shall not be allowed directly or indirectly to the laity
by a member.
Commissions, brokerage, or other participation in the fees, charges, or
profits of work recommended or turned over to the laity as incident to
services for clients shall not be accepted directly or indirectly by a
member.
4. A member shall not engage in any business or occupation conjointly
with that of a public accountant, which is incompatible or inconsistent
therewith.
5. In expressing an opinion on representations in financial statements
which he has examined, a member may be held guilty of an act discred
itable to the profession if
a. he fails to disclose a material fact known to him which is not disclosed in the
financial statements but disclosure of which is necessary to make the financial
statements not misleading; or
b. he fails to report any material misstatement known to him to appear in the
financial statement; or
c. he is materially negligent in the conduct of his examination or in making his
report thereon; or
d. he fails to acquire sufficient information to warrant expression of an opinion,
or his exceptions are sufficiently material to negative the expression of an
opinion; or
e. he fails to direct attention to any material departure from generally accepted
accounting principles or to disclose any material omission of generally ac
cepted auditing procedure applicable in the circumstances.

6. A member shall not sign a report purporting to express his opinion
as the result of examination of financial statements unless they have been
examined by him, a member or an employee of his firm, a member of
the Institute, a member of a similar association in a foreign country, or
a certified public accountant of a state or territory of the United States
or the District of Columbia.
7. A member shall not directly or indirectly solicit clients by circulars
or advertisements, nor by personal communication or interview, not war
ranted by existing personal relations, and he shall not encroach upon the
practice of another public accountant. A member may furnish service to
those who request it.
8. Direct or indirect offer of employment shall not be made by a mem
ber to an employee of another public accountant without first informing
such accountant. This rule shall not be construed so as to inhibit nego
tiations with anyone who of his own initiative or in response to public
advertisement shall apply to a member for employment.
9. Professional service shall not be rendered or offered for a fee which
shall be contingent upon the findings or results of such service. This rule

82

does not apply to cases involving Federal, state, or other taxes, in which
the findings are those of the tax authorities and not those of the account
ant. Fees to be fixed by courts or other public authorities, which are
therefore of an indeterminate amount at the time when an engagement is
undertaken, are not regarded as contingent fees within the meaning of
this rule.
10. A member shall not advertise his professional attainments or
services:
a. The publication of what is technically known as a card is restricted to an
announcement of the name, title (member of the American Institute of Ac
countants, CPA, or other professional affiliation or designation), class or
service, and address of the person or firm, issued in connection with the an
nouncement of change of address or personnel of firm, and shall not exceed
two columns in width and three inches in depth if appearing in a newspaper,
and not exceed one-quarter of a page if appearing in a magazine or similar
publication.
b. A paid listing in a directory is restricted to the name, title, class of service,
address and telephone number of the person or firm, and it shall not appear
in bold type, box, or other form of display, or in a style which differentiates
it from other listings in the same directory.

11. A member shall not be an officer, director, stockholder, representa
tive, or agent of any corporation engaged in the practice of public ac
counting in any state or territory of the United States or the District of
Columbia.
12. A member shall not permit his name to be used in conjunction
with an estimate of earnings contingent upon future transactions in a
manner which may lead to the belief that the member vouches for the
accuracy of the forecast.
13. A member shall not express his opinion on financial statements of
any enterprise financed in whole or in part by public distribution of
securities, if he owns or is committed to acquire a financial interest in
the enterprise which is substantial either in relation to its capital or to
his own personal fortune, or if a member of his immediate family owns
or is committed to acquire a substantial interest in the enterprise. A
member shall not express his opinion on financial statements which are
used as a basis of credit if he owns or is committed to acquire a financial
interest in the enterprise which is substantial either in relation to its
capital or to his own personal fortune or if a member of his immediate
family owns or is committed to acquire a substantial interest in the enter
prise, unless in his report he discloses such interest.
14. A member shall not make a competitive bid for professional en
gagement in any state, territory, or the District of Columbia, if such a bid
would constitute a violation of any rule of the recognized society of cer
tified public accountants or the official board of accountancy in that state,
territory, or district.
15. A member of the American Institute of Accountants engaged in an
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occupation in which he renders services of a type commonly rendered by
public accountants, must observe the by-laws and Rules of Professional
Conduct of the Institute in the conduct of that occupation.
16. A member shall not violate the confidential relationship between
himself and his client.
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